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EDITORIAL COMMENT 


MORE UNIFORM BANK EXAMINATIONS 


NALYZING the revised rules pro- 

mulgated by the Acting Comp- 

troller of the Currency on June 
27, it would appear that the most im- 
portant change that has been made— 
and a welcome one to the banks—is 
that the three sets of principles govern- 
ing bank examinations heretofore are 
now united into a single uniform code. 
Prior to this change, there were the 
rules laid down by the Federal Reserve, 
the Federal Deposit Insurance Corpora- 
tion and the Comptroller of the Cur- 
rency. And if the assets of a bank 
might meet with the approval of the 
examiner acting for any one of these 


authorities, they might fail to meet ac- 


ceptance by some one else. ‘ Not only 
that, but there were the supervising ofh- 
cials of the state banks, whose ideas 
about bank assets might or might not 
coincide with those held by the Federal 
authorities, even should these be in 
agreement, which was not usually the 
case. But it is understood that the 
supervisors of state banks have gen- 
erally agreed to be governed by the 
rules laid down by the Comptroller of 
the Currency. 

Perhaps the one outstanding innova- 
tion to be found in these new regula- 
tions is the change in the rule relating 
to loans of more than nine months’ 
duration. Such loans have heretofore 
been regarded as likely to prove a 
source of complete loss. Under the 
new rule they will not be so considered 
if meeting the requirements of ultimate 
safety. The practical effect of this 
change is that formerly the examiner 
could require that loans of this char- 
acter be charged off in full in comput- 
ing the bank’s net capital. Now the 
charge-off is limited to 50 per cent. 


Loans which the examiner may regard 
as uncollectible will still have to be 
charged off as a whole. As to high- 
grade securities, examiners are to dis- 
regard both appreciation and deprecia- 
tion, appraising their value at the price 
paid for them by the bank. 

It is provided that in the case of 
loans or portions thereof, the repayment 
of which appears to involve a substan- 
tial and unreasonable degree of risk to 
the bank by reason of an unfavorable 
record, or other unsatisfactory character- 
istics noted in the examiner’s comments, 
these loans shall be appraised at the 
average market price of the securities 
for eighteen months just preceding the 
examination, and 50 per cent. will be 
deducted in computing the net sound 
capital. 

The purchase of securities of a pre- 
dominantly speculative character is 
prohibited. 

Investment in bonds of small local 
corporations whose securities may not 
be quoted on the stock exchanges is 
authorized, provided the banks holding 
them can demonstrate the worth of the 
securities. 

Taking the new rules in their en- 
tirety, it may be said that their chief 
value lies in their uniformity, for the 
conflicting standards were a source of 
annoyance to the banks, and in some 
cases prevented them from making 
loans which they considered sound. 

Gratifying as the new regulations are 
from the standpoint of uniformity, one 
may doubt as to their efficacy in greatly 
stimulating the flow of bank credit. 
Not increased bank reserves nor more 
liberal rules are so much needed to do 
this as conditions which will make the 
use of bank credit profitable. 
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SAVINGS BANK SECURITIES 


JDROPPING of something over $3,- 

000,000,000 from the list of secu- 
rities as legal investments for savings 
banks in the State of New York is a 
matter of deep concern to those insti- 
tutions as it is to the railways whose 
securities bulk large in the category of 
those now off the legal list. Since the 
New York savings banks are not re- 
quired to dispose of their holdings 
which no longer meet the statutory re- 
quirements, they will suffer no imme- 
diate loss. What the final result must 
be will depend upon what steps are 
taken to place the railways of the coun- 
try once more in a sound financial 
position. 

The whole subject of statutory in- 
vestment standards is fully discussed by 
William R. White, Superintendent of 
the Banking Department of the State 
of New York, and his confidential as- 
sistant, A. J. Lawres, in an article on 
“The Modernization of Legal Lists,” 
appearing in “Law and Contemporary 
Problems,” published by Duke Univer- 
sity Law School. This article is, in 
part, a symposium on “The Investment 
of Trust Funds,” comprising the sum- 
mer issue of the journal. 

It is pointed out in this article that 
inflexibility is considered as the basic 
weakness of investment statutes, and 
that general standards, if strict enough 
to exclude unsound securities often dis- 
qualify otherwise desirable investments, 
because the issuing body fails to meet 
one of the required tests. On the other 
hand, some securities which are un- 
desirable from the standpoint of a 
sound investment policy qualify because 
they meet technical minimum standards. 

The authors propose that considera- 
tion be given to the compilation of a 
legal list by a board, such as the New 
York State Banking Board, or by a spe- 
cially created investment board. 

As indicated above, the dropping of 
an extensive list of securities no longer 
legal means that hereafter savings banks 
and trustees will be prohibited from 
investing their funds in the proscribed 
list. 

It is apparent that, under existing 
conditions, statutory provisions are in- 
flexible; but if the matter is to be placed 


in the discretion of a board, great care 
will have to be taken that sound re- 
quirements be maintained. 

Since railway securities are primarily 
affected by this development, regret 
must be expressed that, in the face of a 
situation clearly seen by everybody, 
Congress took no action designed to 
help the railroads out of their dilemma. 
This regret goes beyond the question 
of railway securities held by the sav- 
ings banks—though that is something 
of deep concern to millions of small 
depositors—or even to the railways 
themselves, and extends to the welfare 
of the people of the entire country, 
closely bound up with the prosperity of 
the railways. 


“THE PRESIDENT AND MYSELF” 


N a statement attributed to Secretary 

of the Treasury Morgenthau, and 
which, if accurately reported in the 
newspapers, was sadly lacking in the 
dignity rightfully to be expected from 
the successor of Hamilton, Gallatin and 
Mellon, the words above quoted appear. 
The Secretary was speaking’ of the 
rumors about further devaluation of 
the dollar. “After all,” he said, “the 
matter rests between the President and 
myself,” 

Now, to the marriage of true minds, 
THe BANKers Macazine would be the 
last to admit impediments, and yet a 
reminder may be addressed to the Sec- 
retary of the Treasury that the fixing 
of the value of the dollar is something 
not wholly within the province of “the 
President and myself.” And the source 
of this opinion is the Constitution of 
the United States, which declares (Art. 
I. Sec. 8): 

“The Congress shall have power to 
coin money, regulate the value thereof, 
and of foreign coin, and fix the stand- 
ard of weights and measures.” 

Evidently, the framers of the Consti- 
tution did not think that this great 
prerogative should be conferred upon 
the President and the Secretary of the 
Treasury. That it should be so dele- 
gated probably never occurred to them. 
And in abdicating its power in this in 
stance Congress has relinquished con- 
trol over a matter of vital importance 
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to the country’s welfare. For the power 
to regulate the value of money is akin 
to that for regulating the standard of 
weights and measures. Rather signifi- 
cantly, the power over both, lodged with 
Congress, is dealt with in the same sec- 
tion of the Constitution. 

Notwithstanding Secretary Morgen- 
thau’s denials about devaluation, and 
which must be accepted as sincere, the 
menace of further clipping of the stand- 
ard coin must continue to hang over 
the country so long as the authority to 
take this step rests with “the President 
and myself.” It is a vast and danger- 
ous grant of power. There are many 
who believe, and fear, that with a con- 
tinuously unbalanced budget, _ this 
power will again be exercised, although 
no present intention to employ it may 
be considered a part of the Administra- 
tion’s price-raising policy. 


© 


GOVERNMENT BUYING OF SUR- 
PLUS PRODUCTS 


[ATELY it has been announced that 


the Government—that is all who 
pay taxes—would buy up surplus stocks 
of men’s clothing, with which manufac- 
turers and dealers are said to be em- 
barrassed. 

This action is hereby approved as an 
entirely logical policy, and one capable 
of indefinite extension. There is, pos- 
sibly, a limitation on its general adop- 
tion so as to include all commodities 
of which a surplus is said to exist. From 
a practical political standpoint, it may 
well be restricted to those manufacturers 
and dealers representing a large and 
vociferous voting constituency. Thus 
far, this principle has been wisely fol- 
lowed. The farmer has been its prin- 
cipal if not the sole beneficiary. This 
is because farmers bulk large at the 
polls, and for the further reason that 
they have always received tender con- 
sideration by the politician. 

But, manifestly, if you start out to 
fix prices, and to control production, 
im certain lines, there is no discernible 
stopping place. For when you fix prices 
on one class of commodities, you have 
unfixed them on another, with a con- 
sequent fresh source of complaint. 


Somewhat ironically, it is feared, the 
New York Sun proposes that the Gov- 
ernment should buy up surplus stocks 
of diamonds. It replies to the objec- 
tion that these are luxuries, by saying 
that so are food and clothing in these 
times. 

In buying up certain products and 
holding them off the markets tempo- 
rarily, the Government excuses its 
policy by cloaking it under such eu- 
phonious terms as “adjusting Ne situa- 
tion,” or “stabilizing prices.” Stripped 
of these disguises, the policy means but 
one thing—the raising of prices by ar- 
tificial means. How people, with their 
incomes sharply reduced, are to buy 
more at these boosted prices may be 
understood at Washington, but not else- 
where. 

From the point of view of public 
policy, this program of buying up sur- 
plus products by the Government means 
the passing on to the community at 
large the burden of relieving individ- 
uals of the mistakes made by themselves. 


@ 


WHERE ARE OUR “QUANTITY OF 
MONEY” FRIENDS? 


T has long been a favorite theory of 

some of those devoted to the study 
of monetary problems, that if only you 
could increase the per capita of money, 
this would assure prosperity. This be- 
lief prevails in high circles today, and 
is indirectly mixed up in the policy 
affecting bank reserves. Have these 
plentiful enough, it is held, and busi- 
ness will result. To believe this im- 
plies its corollary, that bank credit 
creates business. Is it not more ac- 
curate to say that business vitalizes 
credit, transforms it from a static into 
a dynamic condition? 

But reverting to the per capita of 
money. If prosperity is conditioned by 
the supply of money in proportion to 
the population, why are we not now at 
or near the peak of national prosperity? 

The official circulation statement of 
United States money, as of May 31, 
showed that, with two exceptions, our 
per capita of money in circulation is 
higher than in 1879, 1914, 1917. It 
was slightly lower on May 31 last than 
in 1920 and 1937. 
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The figures for each of these years 
are: : 

January 1, 1879 

June 30, 1914 

March 31, 1917 

October 31, 1920 

May 31, 1937 

May 31, 1938 


The year 1920, when the money in 
circulation was at the highest point 
for any of the years recorded above, 
was one of business depression. And 
with the per capita circulation now so 
near its highest point for the years 
named, one would expect, were the 
“quantity of money” theory true, that 
1938 would be an exceedingly pros- 
perous year. That it is something much 
different is a fact requiring no argu- 
ment, 

If only the hard-and-fast believers in 
the “quantity of money” myth—the out- 
and-out inflationists—were the only ones 
affected by this heresy, the matter might 
be dismissed as being of little conse- 
quence. But this mistaken notion is at 
the root of some of our monetary ex- 
periments, And there are those respon- 
sible who ought to know better. 

Anyway, there is at present plenty of 
money to do business with, but not 
enough business to keep active the large 
supply of money. From which one may 
not unreasonably infer that what the 
country needs is not more money, but 
more business; not more bank reserves, 
but conditions that will put existing re- 
serves at work. 

© 


A HOT FIRESIDE CHAT 


WHEN the President, during an ex- 

ceedingly hot night in June, in- 
dulged in one of his customary fireside 
chats, he seems to have been somewhat 
affected by the high caloric conditions 
prevailing in Washington and by the 
theoretical proximity of the fireside. At 
any rate, he lambasted his foes in the 
good old Roosevelt fashion. He was 
especially scornful of the fellow who 
is getting an income of $1000 a day 
(failing to state there ain’t no such ani- 
mal), while shouting for a return of 
confidence. One gathered from the 
President’s talk that he did not have a 
very high opinion of business men in 
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general, and that his political antagon- 
ists should be relegated to private life. 

But his most scornful invective was 
hurled at the conservative school of 
thought, “that believes . . . we ought 
to repeal many of the things we have 
done and go back, for instance, to the 
old gold standard.” 

Whether it is at present practicable, 
or even desirable, under existing condi- 
tions, to go back to the old gold stand- 
ard, may be a debatable question. But 
of one thing there can be no reasonable 
doubt. The President, in his address 
to the country, had much to say about 
“confidence.” Against that confidence 
his Administration struck the most de- 
cisive blow in unnecessarily abandon- 
ing “the old gold standard.” And that 
one act did more than any other step 
of the Administration to delay recovery 
and to destroy confidence. 


© 


EXPLOITING THE BEAVER 
GAINST the scheme of Secretary 


Ickes to put an army of beavers at 
work on the small streams of Idaho, 
Tue Bankers MacazinE wishes to enter 
a strong protest. On what grounds? 
Why, there are plenty of them. In the 
first place, it is said that to trap and 
transport each animal to the scene of 
its labors will cost but $8, while every 
beaver is worth at least $300 for con- 
servation purposes. 

This is not only exploiting the beav- 
ers’ labor, and at a season when their 
ordinary fur may be too hot, but it is 
setting a bad example to the American 
workman. To work like a beaver, m 
common parlance, means to work hard, 
to the limit, in fact. This is a ruin: 
example to be set at a time when gov- 
ernment is seeking to restrict the hours 
of labor, and when, during those hours, 
one is not supposed to over-exert him- 
self. 

And then, to which labor union do 
the beavers belong? Are they followers 
of Green or of Lewis? 

Against this monstrous proposal to 
exploit the beaver, and to threaten the 
legislative standard of American labor, 
THe Bankers Macazine cries out with 
all the heat which a hot summer en- 
genders. 
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HERE is considerable difference 

of opinion among bankers and 

investors generally as to the 
profitability of investing funds in long- 
term Government securities -at current 
levels. The numerous expressions by 
Administration monetary authorities 
with reference to the assurance of con- 
tinued “easy money” conditions have 
not registered satisfactorily with an im- 
portant body of investment opinion. 
The continued expressed uncertainty of 
business as to its own future profitabil- 
ity, and the widespread doubt as to the 
probability of an early and sharp re- 
bound from current depressed business 
conditions, have created a degree of 
uneasiness with respect to the financing 
of prospective increasing Federal bud- 
getary deficits. The lack of confidence 
in business, banking, and investment 
circles as to certain Administration re- 
form proposals, and as to the methods 
by which the Administration is attempt- 
ing to stimulate business recovery has 
resulted in the widespread feeling: that 
the present is a time for caution, and 
caution would seem to suggest no new 
commitments in low-yielding long- 
term Government securities. 


Two Classes of Rates Distinguished 


Over the past several years the tend- 
ency has been for bank officials respon- 
sible for investment policies of their 
institutions to make a distinction be- 
tween the factors responsible for the 
levels of short money rates and those 
factors influencing the level of long- 
term money rates. The general line of 
thought seems to have been that the 
principal faetors responsible for the 
low level of short money rates in recent 
years have been the large amount of 
excess reserves held by the commercial 
banking system together with the rela- 
tively low demand for commercial loans. 


The uncertain outlook for long- 
term government securities 


By A. Pxitre WooLrson 
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On the other hand, the principal fac- 
tors responsible for the marked decline 
in long-term rates have been considered 
to be principally the large volume of 
liquid funds seeking investment and the 





A. PHILIP WOOLFSON 
Dr. Woolfson, whose articles dealing 
with practical problems relating to 
present-day banking operations have 
been appearing regularly in THE 
BANKERS MAGAZINE in recent 
months, is a graduate of Harvard 
University and a careful student of 
banking and economics. After grad- 
uating from Harvard, he studied law 
at New York University and is now 
engaged in the practice of that pro- 
fession. He has also had banking 
experience with the National Bank 
of Commerce and the Guaranty Trust 

Company of New York. 


small volume of new capital issues 
offered by corporations to the capital 
market. 

The experience of the past year has 
suggested, however, that short-term 
money rates can move up in the face 
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of large outstanding member bank ex- 
cess reserves, and that long-term money 
rates may reverse their trend in the 
face of continued superabundance of 
liquid funds available for investment. 
It is a serious question now whether, 
with reference to the long-term money 
rate outlook, statistical supply and de- 
mand relationships will continue to fur- 
nish the clue to movements of bond 
yields and money rates, or whether the 
psychology of the commercial bankers 


approximately 500 million dollars, an 
amount ample to finance further recovery 
and to maintain easy money conditions. 


The fact that quite recently the Fed- 
eral Reserve authorities felt it neces- 
sary to completely reverse their credit 
restrictive policy and have outstanding 
a volume of member bank excess re- 
serves of about 2,500 million dollars to 
help maintain the low level of yields 
on long-term Government securities is 
an indication that the very easy money 


“The general line of thought seems to have been that the princi- 
pal factors responsible for the low level of short money rates in 
recent years have been the large amount of excess reserves held by 
the commercial banking system together with the relatively low de- 


mand for commercial loans. 


On the other hand, the principal 


factors responsible for the decline in long-term rates have been con- 
sidered to be principally the large volume of liquid funds seeking 
investment and the small volume of new capital issues offered by 
corporations to the capital market.” 


themselves will be the principal deter- 
minant of money-rate trends. 


Attitude of the Monetary Authorities 


The attitude of the monetary manage- 
ment authorities has been presented by 
responsible officials at frequent inter- 
vals in the past. The expressions of 
policy have continually favored the 
maintenance of easy money conditions, 
and there is no indication either in con- 
duct or in expression that any devia- 
tion from this objective is contem- 
plated. Thus even in February, 1937, 
at the time of the announcement of the 
final 50 per cent. increase in member 
bank reserve requirements, the Federal 
Reserve Board said: 


By its present action the Board elimi- 
nates as a basis of possible credit expan- 
sion an estimated 1} billion dollars of ex- 
cess reserves which are superfluous for the 
present or prospective needs of commerce, 
industry and agriculture, and which, in the 
Board’s judgment, would result in an in- 
jurious credit expansion if permitted to be- 
come the basis of a multiple expansion of 
bank credit. The Board estimates that, 
after the full increase has gone into effect, 
member banks will have excess reserves of 
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objective is to be maintained, even at 
the expense of a reversal in the opera- 
tions of the monetary management 
authorities. 

What has also been made abundantly 
clear by Federal Reserve operations 
over the past year is the determined 
opposition of the monetary authorities 
to the development of inflationary con- 
ditions which would nullify all attempts 
to maintain their easy-money objective. 
Recent statements emanating from 
Washington indicate that the Admin- 
istration is not in favor of inflationary 
price movements but would prefer the 
attainment of a “balance” of commodity 
prices which would promote a “bal- 
anced” expansion of production. At 
the same time the increasing severity 
of the new business depression and the 
reversal in Federal Reserve policy have 
created a widespread lack of confidence 
in Administration policies and objec- 
tives and made for the feeling that 
because of the very emphasis on mail- 
taining easy money conditions the long- 
anticipated inflation may shortly be 
with us. 
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Future Course of High-Grade 
Securities 

It is altogether possible that the very 
expressions from Administration 
sources concerning the necessity of 
avoiding inflationary policies have re- 
sulted in a general. uneasiness as to 
how an inflationary situation can be 
prevented from developing. There 
does not seem any longer to be the same 
degree of confidence that prevailed only 
a year ago that an increasing public 
debt can be financed indefinitely at 
current low money rates. The general 
feeling seems more to be that for a 
business recovery period we reached 
the peak in the price of long-term Gov- 
ernment bonds over a year ago and 
that the current level of yields reflects 
merely a depression psychosis, and that 
the chances are better than fifty-fifty 
that we shall in the course of the next 
year or so see the definite beginning 
of a downturn in the price of high- 
grade securities in the face of continued 
easy money conditions. 

Statistics can, of course, be produced 
to indicate that another five billion or 
ten billion increase in the outstanding 
public debt can be carried easily by the 
country without resulting in the de- 
velopment of a marked degree of infla- 
tion in the commodity price structure. 
Statistics can also be derived to indi- 
cate that the increase in the public debt 
because of current budgetary deficits 
need not result in the development of 
an inflated situation because receipts 
from taxation, particularly social secu- 
rity revenues, would exercise a counter- 
vailing deflationary influence, Statistics 
could further be compiled to prove that 
the commercial banking system on the 
basis of existing excess reserves could 
readily finance any prospective increase 
in the public debt without necessarily 
resulting in monetary stringency. 


The Banker’s ‘‘Hunch’’ 


We seem, however, to have reached 
a period where such hypothetical com- 
putations as previously considered may 
throw us widely off the course. It is 
altogether probable that with the col- 
lapse of the New Deal’s planned pros- 
perity the banker’s hunch as to probable 
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levels of bond values may be infinitely 
more valuable than any. statistical com- 
putation based on the assurance of suc- 
cess of monetary management author- 
ities in maintaining low long-term 
money rates, 

It is not possible, of course, to ap- 
praise accurately just what factors enter 
into the determination of the banker’s 
“hunch” with respect to the future levels 
of long-term bonds. Moreover, there is 
not complete unanimity among bank- 
ers themselves as to what the level of 
long-term money rates will be a year 
or two hence. But that there is general 
uneasiness among commercial bankers 
can hardly be gainsaid, and the factors 
making for such uneasiness may be of 
two kinds: (1) the foreign situation; 
(2) the domestic situation. 


The Situation Here and Abroad 


The developments over the past sev- 
eral months indicate the importance of 
the foreign situation as an influence 
upon our domestic monetary situation, 
The world’s liquid funds available for 
investment abroad are not flowing this 
way in any important amount, and the 
impact of foreign gold flows, which 
was so important a factor in our ab- 
normally easy money situation particu- 
larly in the business recovery years of 
1935 and 1936, has now become of 
minor significance. Whether continued 
uncertainty on the part of foreign in« 
vestors as to the safety or the profit- 
ability of their investments in our 
money and capital markets will result 
in an increasing repatriation by for- 
eigners of their dollar investments can- 
not at present be too confidently 
asserted.. What is entirely probable, 
though, is that repatriation by foreign- 
ers of their funds invested here, in even 
moderate amounts, will result in a de- 
flation in our deposit structure and a 
more or less gentle downward slide of 
the values of high-grade bonds. 


The reason for such a generalization 
as to the above may be illustrated by a 
simple example. In the four-year 
period 1934-37 this country gained 
through net gold imports approximately 
5% billion dollars. Such gold inflow 
in important measure represented the 
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flight of capital from foreign centers 
to our money and capital markets. 
When foreign funds flow to us, deposits 
are created in our banking system to 
the credit of the foreigner who may 
leave the deposits unused or may in- 
vest them in our securities. When the 
foreigner wishes to liquidate his account 
in this country, he sells securities if he 
has invested his dollars in this form. 
If he has left his funds uninvested, the 
bank holding the deposits will have to 
liquidate securities it has invested these 
funds in, or will have to reduce its re- 
serve balance at the Federal Reserve 
bank to provide the wherewithal to meet 
the foreign drain of funds from our 
market. In any event, the repatriation 
of funds from our market works in the 
opposite direction that occurred when 
those funds were expatriated. Just as 
formerly we gained deposits and the 
levels of our investment values rose, so 
the outlook now is for no net gain in 
deposits on foreign account but rather 
for a loss of deposits and a reduction 
in the levels of investment values. 
Moreover, there is increasing ques- 
tioning in responsible circles as to 
whether long-term money rates did not 
reach their lowest levels, internation- 
ally, during 1937. The feeling is be- 
coming more widespread that probably 
the London market last year foretold 
the future course of long-term money 
rates in this country, and while theo- 
retically there may be factors which 
entitle this country for the time being 
to a somewhat lower level of long-term 
money rates, nevertheless if the trend 
internationally is for higher long-term 
money rates this country will in due 
course join the movement. Incidentally, 
it should be pointed out, that at current 
levels for the highest-grade bonds, for- 
eigners would find more profitable out- 
lets for their funds in the London money 
market than in ours, particularly if for 
other reasons they desire to repatriate 
their funds from the United States. 


The Domestic Situation 


_But not only is the influence of for- 
eign developments in favor of a rising 
tendency for long-term money rates in 
this country. There are important do- 
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mestic influences which on their face, 
argue for the prospect of some rise in 
the level of long-term money rates. 
Probably the most important of these 
factors are: (1) the fact that the Fed- 
eral budget continues unbalanced and 
there is no immediate prospect of a bal- 
anced budget; (2) the fact that the 
commercial banks generally are not in- 
terested in increasing that proportion 
of their portfolio which is in the form 
of long-term Government securities; 
and (3) the general feeling that the 
Administration will have to resort to 
increasingly inflationary measures to 
bring the country out of the new de- 
pression. 


The Administration Policies 


Opinion may differ as to whether we 
are to experience a cyclical business 
recovery that will develop shortly and 
in normal manner if the Administration 
stops “rocking the boat” and refrains 
from resorting to artificial measures to 
restore business. There can be no dif- 
ference of opinion, however, as to the 
feeling of bankers generally, that busi- 
ness in general will not borrow to ex- 
pand its operations or to finance in- 
creasing commitments when it fears an 
Administration which it believes is mov- 
ing to a greater and greater degree of 
socialization of the productive process, 
and when business confidence in its own 
profitability is distinctly not in evi- 
dence. 

Moreover, because of the severity of 
the new business depression, commer- 
cial bankers generally are in the posi- 
tion where they want to be highly 
“liquid” so as to meet all possible 
claims of depositors with a minimum 
of loss from liquidation of investments. 
The recession in bond values over the 
past several months has caused consid- 
erable uneasiness in banking quarters 
generally, and has resulted in consid- 
erable capital shrinkage in many indi- 
vidual institutions. 


The Course of Commodity Prices 


No one is in position to state that 
we shall soon embark in this country 
on a serious inflation in commodity 
prices. Most assuredly the monetary 
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management authorities will vigorously 
fight any inflationary developments in 
the credit structure. If the Reserve au- 
thorities will have to take such meas- 
ures as liquidation of their Government 
securities in whole or in part in the 
open market, the result will be to pre- 
cipitate a marked decline in the level 
of long-term Government securities 
particularly. If, on the other hand, 
inflationary measures are resorted to by 
the Administration, the commercial 
banks will be forced to liquidate their 
Government security holdings to pre- 
vent a shrinkage in their capital ac- 
count. 

For the time being, the commercial 
bankers have assumed a “we're from 
Missouri” attitude as to the ability of 
the monetary management authorities to 
“stabilize” the level of high-grade Gov- 
ernment securities at about current 
prices through their easy money 
policies. It is increasingly apparent 
that foreign funds are not being at- 
tracted to our markets, certainly not 
for investment in high-grade Govern- 
ment securities at current levels. It is 
also apparent that the holders of the 
large volume of inactive deposits prefer 
to keep the funds idle rather than to 
enter into long-term investment at these 
levels. The individual commercial 
banker is so completely perplexed by 
Administration policies and so fearful 
of inflation prospects in a more or less 
uncertain future, that he has no desire 
to add to what he feels is a top-heavy 
investment in Government securities. 

In short, the short-term outlook is 
that long-term Governments can be re- 
tained and should not be sold if the 
commercial banker has only a modest 
amount of these securities in his port- 
folio. However, the long-term outlook 
is distinctly uncertain. Until the busi- 
ness picture clears and until we have 
more, complete reassurance as to the 
Administration’s attitude toward busi- 
ness, big and little, the burden is on 
the monetary management authorities 
to prove that they can maintain, through 
easy money policies, a level of values 
for high-grade securities which can 
only be sustained through the main- 
tenance of a condition of paralysis of 
investment and business confidence and 
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the prevention of Congressional infla- 
tionary developments. 


® 


LETTER TO THE EDITOR 


HARMFUL RESULTS OF EXCESS 
PROFITS TAX 


Editor, THE BANKERS MaGaAZINE: 
When the Government started taxing 
excess profits and commenced to dic- 
tate the disposition of surplus reserves 
for future operations and eventualities 
they began to tap the life stream of 
national business progress. I place the 
date of the depression at the time when 
organized business received these tax 
forms. It was then that promoters and 
large operators realized that they were 
facing governmental and political in- 
terference. Their actions would be 
analyzed, criticized and jeopardized by 
officials whose business ability and 
understanding was more than a matter 
of conjecture. 


This was the period of the birth of a 
nation of self-styled tax experts con- 
sidered necessary to interpret the com- 
plicated and confusing forms which 
baffled even their originators. Thou- 
sands immediately discontinued their 
activities and exchanged their surplus 
funds for tax exempt securities, except- 
ing those corporations who discovered 
the process of hiding their excess profits 
and surplus under the mantle of holding 
companies. 

When one recalls the amazing and 
successful careers of such men as 
Rockefeller, Carnegie, Ford and other 
promoters of industry too numerous to 
mention, whose ability and foresight 
helped to place this country in the front 
rank of nations, one wonders how far 
they could or would have progressed 
under the present conditions. 


The poor and the tax collector we 
will always have with us, with this dif- 
ference, that the poor can never hurt 
the capitalist, but the tax collector can 
force him into inactivity, which in the 
nature of the case swells the ranks of 
the poor and unemployed. 


E. FOWLER. 


THE BANKERS MAGAZINE for August, 1938 





The management viewpoint in 
eredit extension 


By Marvin Bower 
Partner, McKinsey, Wellington & Company, New York 


HE new Federal examination and 

investment rules for banks, which 

became effective July 1,* will un- 
doubtedly further stimulate the grant- 
ing of long-term bank loans. Many of 
the larger banks have been extending 
these loans in increasing volume for 
several years. 

If banks wish to avoid becoming “in- 
dustrial managers” on rather a large 
scale a few years hence, then new stand- 
ards must be developed for granting 
these loans since they involve funda- 
mentally different problems than short- 
term loans. These new standards must 
incorporate a large measure of the 
“management viewpoint” as _ distin- 
guished from the “balance sheet view- 
point.” Moreover, the experience of 
the management engineering profession 
in assisting in the liquidation of “slow” 
loans indicates that quite apart from 
any underlying changes now going on, 
the management viewpoint should have 
prevailed in the past to a greater extent. 


What Is the Management Viewpoint? 


Employment of the management 
viewpoint in granting bank loans does 
not mean that the prospective borrow- 
er’s balance-sheet position is not given 
full weight. It simply means that the 
balance-sheet position is studied more 
closely in the light of the underlying 
management factors affecting the busi- 
ness. The most important of these fac- 
tors are the following: 

1. The general outlook for profits in 
the industry in which the prospective 
borrower operates. 

2. The trend in the borrower’s com- 
petitive position. 


*These rules will undoubtedly apply. to 
all commercial banks because they have 
been accepted by the National Association 
of Supervisors of State Banks. 
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3. The soundness of the borrower’s 
policies. 

4. The over-all efficiency of the bor- 
rowers manufacturing facilities. 

5. The effectiveness of the borrower’s 
operating methods. 

6. The soundness of the borrower’s 
plan of administrative organization. 

7. The ability of its executive per- 
sonnel. 


“If proper standards and 
techniques are developed, these 
longer term loans provide a 
sound form of investment for a 
portion of a bank’s funds and 
an excellent means for increasing 
earning power.’’ 


These are principally factors for 
measuring earning power, since the 
longer the term of the loan the more 
important earning power becomes and 
the less significant, relatively, are pres- 
ent assets which may be dissipated dur- 
ing the period of the loan. This em- 
phasis upon earnings rather than assets 
in granting long-term loans requires an 
important revision of the standards em- 
ployed for the more orthodox type of 
credits. Unless these revisions are 
made, banks will be called upon to use 
the various acceleration clauses to as- 
sume the role of industrial managers. 
On the other hand, if proper standards 
and techniques are developed, these 
longer term loans provide a sound form 
of investment for a portion of a bank’s 
funds and an excellent means for in- 
creasing earning power. 


Outlook and Competitive Position 


These factors deserve limited weight 
when granting a short-term loan, but 
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they may be of major significance when 
the loan is to extend from three to ten 
years. 

It is well recognized that a company 
operating in an industry with a rela- 
tively favorable outlook is the more 
attractive banking risk. The balance- 
sheet position must be given additional 
weight if the prospective borrower is in 
a declining industry or one where 
profits of all companies are chronically 
at a low level. 

Some industries will be difficult to 
classify, but this is not a serious handi- 
cap because the profit level of the in- 
dustry is only a very general guide. 
In most cases, the more important long- 
term factor is the relative competitive 
position of the prospective borrower. 

If a company is not maintaining its 
relative competitive position, then its 
balance-sheet position must be stronger 
than otherwise to justify any loan, and 
particularly a long-term loan. Main- 
tenance of the stronger balance-sheet 
position should be provided for by the 
proper type of acceleration clause. If 
its competitive position is improving 
steadily, however, then a loan may be 
justified although the current position 
is not -fully. satisfactory. The validity 
of these principles will be admitted. It 
is their application which presents the 
problem. 

The principal standards which should 
be employed in appraising a company’s 
competitive position for purposes of 
granting long-term credit are as fol- 
lows: 

1. Trend of the company’s share of 
the industry’s business, i.e., its sales 
trend in relation to that of its industry 
as a whole. 

2. Adequacy of the product line. 

3. Standing of the company with 
users and with the trade. 

4. Relative manufacturing and dis- 
tribution costs. 

It will be observed that these are 
underlying, long-term factors which do 
not change quickly without drastic re- 
visions in the company’s operations. 
They are, therefore, likely to continue 
to affect earnings over the three to ten 
year period of the loan. Hence, the 
company’s trend with respect to these 
factors is likely to be indicative of the 
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conditions which will prevail through- 
out the period. 

Determination of the borrower’s 
share of the business may be difficult, 
although in many industries statistics 
are available to measure the trend ac- 
curately. If there are no_ industry 
statistics available, it may be necessary 
to compare the prospective borrower's 
sales to those of other companies. This 
can be done by constructing an index 
which will relate the sales of all com- 
panies compared to some selected year 
as a base, e. g., 1929—a peak year for 
most companies. If the prospective bor- 
rower’s sales since 1929 have declined, 
or increased more rapidly than those 
of other similar companies, its trend in 
the share of the business -will be indi- 
cated accordingly. 

A more specific test of the company’s 
competitive position is the adequacy of 
its product line. If the products it is 
offering do not compare favorably ‘with 
those of competitors with respect to 
type, number, price, performance and 
style, the company will be at a dis- 
advantage which will be reflected in its 
long-term profit position. If there are 
important inadequacies in the product 
line, it may take some time to develop 
the new products or to restyle or re- 
design present ones. 

Determination of the adequacy of the 
product line presents a new problem for 
the banker since it is beyond his ex- 
perience in granting ordinary credits. 
However, it is an experience which 
must be secured if long-term loans are 
to be granted successfully. Information 
should also be secured regarding the 
product lines of competitors from the 
various standpoints mentioned. In some 
cases, an analysis of data and an in- 
spection of the product line may be 
adequate. In other cases, it may be 
necessary to secure information direct 
from the trade. 


The company’s standing with users 
and with the trade must also be con- 
sidered. If the prospective borrower 
has an unsatisfactory reputation from 
the standpoint of the quality, perform- 
ance or style of products, or with’ re- 
spect to service, its product position 
may suffer for some time while it is 
overcoming these handicaps. The 
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seriousness of any unfavorable reputa- 
tion should be determined before grant- 
ing the loan. In appraising this factor, 
it will be necessary for the banker to 
secure information from the trade in 
general and possibly to seek informa- 
tion from users. An_ unsatisfactory 
reputation with dealers and distributors 
may be particularly serious. 

Some general appraisal should be 
made of the company’s manufacturing 
and distribution costs with relation to 
those of competitors; The banker 
should determine whether the company 
has natural competitive advantages 
from the standpoint of location, mod- 
ernity of manufacturing equipment, and 
type of products. On the other hand, 


if it is located at a considerable dis- 
tance from its principal markets or its 
manufacturing facilities are such that 
it cannot produce at a competitive cost, 


which over the period of the loan may 
impair earning power and make re- 
payment difficult. 


Soundness of Policies 


A policy may be defined as a plan of 
action. If the prospective borrower 
does not have sound plans of action 
with reference to the various functions 
of the business or has done little plan- 
ning at all, the long-term profit posi- 
tion of the company will be likely to 
suffer. Obviously, a business has many 
plans; and the banker, as a practical 
matter, cannot examine all of them nor 
is it necessary that he do so. There 
are, however, certain fundamental 
policies which should be considered if 
the bank wishes to insure that its long- 
term loan will be a sound one. 

The principal policies which should 


“Tf the prospective borrower does not have sound plans of action 
with reference to the various functions of the business or has done 
little planning at all, the long-term profit position of the company 


will be likely to suffer.” 


this will have an important bearing 
upon its long-term profit. position. 

This cost information can usually be 
secured from the company itself by a 
proper questioning of executives. They 
should know their costs in relation to 
those of competitors. They know 
whether their machinery is modern, and 
they can supply information for ap- 
praising distribution costs. The banker 
should learn where the company’s prin- 
cipal markets are, and, if freight is an 
important item, compare the freight 
costs to those markets with the freight 
costs from the plants of principal com- 
petitors. 

In the consideration of all of these 
competitive factors, the banker will, of 
course, have to avoid detailed analysis 
but the study of these factors should 
be sufficiently close so that any serious 
competitive handicaps will be disclosed 
and their importance appraised. The 
banker must determine that there are 
not present competitive disadvantages 


THE BANKERS MAGAZINE for August 


, 1938 


be reviewed in extending a loan of this 
character are those relating to the fol- 
lowing: 

1. Sales. 

2. Manufacturing. 

3. Purchasing. 

4. Finance. 

5. Personnel. 

The principal policies relating to 
each of these functions of the business 
are discussed in order to indicate the 
type of investigation which the experi- 
ence of the management engineering 
profession shows is essential if loans 
of this character are to be granted upon 
a sound basis. 

The company’s products should com- 
pare favorably with those of com- 
petitors from the standpoint of quality 
and price. An analysis should be made 
to determine that the methods of dis- 
tribution being employed are satisfac- 
tory and that during the period of the 
loan the company is not likely to be 
faced with the necessity for making im- 
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portant shifts such as the development 
of direct distribution to replace jobber 
distribution. It should be determined 
that the company has basic plans for 
the development of new products and 
for improving present ones. 

Examination should be made to de- 
termine whether it is the policy of the 
company to manufacture on order or 
for stock. If it follows the latter pro- 
gram, it should be determined that it 
has a sound planning and production 
control procedure so that it is not likely 
to overstock and endanger its financial 
position. 

The study of purchasing policies will 
be closely related to production plan- 
ning. From a credit standpoint, the 
banker should be sure that the com- 
pany follows conservative purchasing 
policies and does not take unreasonable 
risks in forward buying. If it is the 
custom of the industry to make sub- 
stantial commitments in advance, it 
may be necessary for the bank to estab- 
lish some control over this action. 

Consideration of the prospective bor- 
rower’s financial policies may not pre- 
sent significant new problems in the 
extension of long-term credit, since 
bankers customarily review these polli- 
cies in granting short-term loans. More- 
over, the loan agreement will undoubt- 
edly establish safeguards which will 
prevent the company from adopting 
financial policies which are likely to 
endanger the security of the loan. 

Personnel policies will ordinarily not 
be of great importance in connection 
with the extension of bank loans even 
for a short term. However, recent ex- 
perience shows that labor relations 
have had important effects upon earn- 
ings and a sufficiently detailed examina- 
tion of personnel policies should be 
made so as to determine that there are 
not present elements of dissatisfaction 
which may lead to serious strikes or 
wage increases of disastrous propor- 
tions. Some general examination should 
be made of union relationships, relative 
wage levels, and the general industrial 
relations program of the company. The 
trend toward unionism and collective 
bargaining is so definite that there 
should be some reluctance to extend 
long-term credit to a company which 
108 


maintains a reactionary position upon 
these matters. 

Most of these questions of policy can 
be determined by interviewing the 
executives in charge of the various 
functions of the business. This will be 
a new experience for some bankers since 
most short-term loans are granted upon 
upon the basis of the company’s finan- 
cial position and without detailed inter- 
views with more than one or two of 
the company’s executives. In granting 
the longer-term credit, however, the 
bank officers should discuss the com- 
pany’s problems and policies at least 
with all of the executives reporting to 
the president. Unless this is done, no 
adequate understanding of the com- 
pany’s operations can be obtained. If 
these interviews do not provide suffi- 
cient information, then more detailed 
interviews should be had with junior 
executives and supervisory employees. 

Discussion of policies with the execu- 
tives will also serve as a partial basis 
for appraising their personal effective- 
ness. If their answers to questions do 
not indicate that they have definite 
plans relating to the major functions of 
the business and they cannot state its 
policies with a fair degree of certainty, 
then it is reasonable to suppose that 
their planning ability is limited. If 
they show a disposition to operate on 
the basis of expediency rather than 
long-term planning, then the risk of 
granting a long-term loan is greater. 
On the other hand, if the executives 
have a clear understanding of the com- 
pany’s problems, and have formulated 
definite plans with respect to them, then 
the bank can be more certain that its 
funds are being placed in the hands of 
a management which can cope success- 
fully with the new situations which will 
inevitably arise before the long-term 
loan is repaid. 


Administrative Organization 


The company’s policies must be ad- 
ministered by individuals who will have 
various ranks of authority and divisions 
of responsibility. The arrangement of 
these authorities and responsibilities is 
governed by the plan of administrative 
organization. While the plan of organ- 
ization is not of primary importance 
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in the granting of long-term loans, it 
should be examined to determine that 
there are no serious elements of danger. 

Most companies will not have an 
organization chart showing the respon- 
sibilities of the various executives and 
their relationships to each other. The 
lack of such a chart is not serious but 
if a company does have one, it is an 
indication that attention has been given 
to organization problems. 

The first step in this phase of the 
examination is to ask the chief execu- 
tive to list the executives reporting to 
him and to outline their authorities and 
responsibilities. Next he should be 
asked to describe how the various de- 
partments are organized internally and 
to state the duties and responsibilities 


there are too many executives who regu- 
larly report to the chief executive, then 
it would indicate that the company is a 
“one-man business.” No definite rule 
can be established as to the number of 
executives who should report to the 
chief executive but experience shows 
that it is difficult for one executive to 
coordinate the diverse activities of more 
than seven or eight others. 

Secondly, the banker should deter- 
mine whether there is confusion or 
duplication in authorities and’ the re- 
sponsibilities among the various execu- 
tives. If this is the case, he is likely 
to find that there are internal politics, 
with too much attention given to per- 
sonal position to the detriment of the 
business. Moreover, a general loose- 


“The risk in granting a long-term loan is increased if the bor- 
rower does not have a reasonably detailed knowledge of manufac- 


turing and other costs .. . 


unless some means has been de- 


veloped for determining detailed costs and providing for current 
control of operations through suitable records and reports, profits 


may be affected adversely.” 


of junior executives and supervisory em- 
ployees. If the chief executive has diff- 
culty in supplying this information, the 
banker should be put on notice that 
organization difficulties may exist. 

Next, each of the executives report- 
ing to the president should be asked to 
outline his duties and responsibilities 
as well as those of the other executives 
reporting to the president. This will 
show his conception of his own author- 
ity and his understanding of the divi- 
sion of duties among departments as a 
basis for proper codrdination. Each 
major executive should also be asked to 
describe the duties and responsibilities 
of the junior executives and supervisory 
employees in his department. 

In these ways, the information re- 
garding the plan of administrative or- 
ganization may be secured. In apprais- 
ing possible organization difficulties, 
there are three principal factors to be 
considered. The first of these is the 
number of executives reporting to the 
chief executive. If it is found that 
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ness in internal relationships usually 
results in a lack of prompt and effective 
action, and a consequent impairment in 
competitive position. 

Finally, the investigator should de- 
termine whether the plan of organiza- 
tion makes provision for supervising all 
of the necessary activities of the busi- 
ness. No general rule can be given as 
to what are “necessary activities,” since 
these will vary widely among indus- 
tries and even within industries. In 
addition to supervision of the major 
functions, some of the more important 
activities which most soundly managed 
businesses today will provide for are 
the following: 

1. Product research and development: 
There may be no formally organized 
department to carry on such research 
but most companies should make some 
provision for this activity. 

2. Cost accounting: The risk in grant- 
ing a longer-term loan is increased if 
the borrower does not have a reason- 
ably detailed knowledge of manufactur- 
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ing and other costs. The trend is 
toward the use of standard cost ac- 
counting, although it is not essential 
that this method of costing be em- 
ployed. However, unless this or some 
other means has been developed for 
determining detailed costs and provid- 
ing for current control of operations 
through suitable records and reports, 
profits may be affected adversely. 

3. Production and inventory control: 
There should be some procedure for 
planning production and controlling 
inventories. While this need not be 
formalized extensively, unless there is 
some provision for such planning, the 
company may become overextended and 
its working capital frozen. 

4. Control of expenses: The modern 
trend is toward the selection of a major 
executive, usually the controller, whose 
principal responsibility is supervision 
of expense control. The same duties 
may be performed by the treasurer. 
However, if the principal financial 
executive is called an “auditor,” he will 
usually not have the responsibility for 
an aggressive and initiating attitude to- 
ward expense control and reduction, but 


will probably pursue an historical or 
“checking” approach to the company’s 


financial activities. Unless there is a 
major executive whose primary respon- 
sibility is controlling and reducing ex- 
penses, then the risk in extending a 
long-term loan is increased appreciably. 

5. Budgetary control: This is a mod- 
ern device for improving planning and 
for controlling expenses. The presence 
of a complete budgetary control pro- 
gram will usually be evidence of an 
alert and forward-looking management, 
although the absence of budgetary con- 
trol does not necessarily mean that the 
company is backward in its methods. 
The use of budgets in the control of 
expenses will be helpful to the bank 
extending long-term credit, because if 
the bank secures copies of the budgets, 
it will have a forecast of anticipated 
financial results and can make sugges- 
tions before the particular period has 
passed rather than offering criticisms 
after action has been taken. 

The ability of the executive person- 
nel of a company which borrows from 
a bank for a three to ten year period 
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is a factor of major importance in ap- 
praising the risk. To a considerable ex- 
tent over a period as long as this, the 
security of the loan is dependent upon 
the ability of the management, since no 
one can anticipate so far in advance 
the conditions which will arise and re- 
quire adjustments in the company’s op- 
erations. 

Ability of management will have to 
be judged largely upon the basis of 
past results secured. This should not 
be the only basis, however, since the 
representatives of the bank should have 
sufficient personal contact with — the 
major executives of the business to be 
able to make a personal appraisal of 
their ability. If the policies and plan 
of administrative organization are dis- 
cussed in sufficient detail, representa- 
tives of the bank should have an ade- 
quate basis for judging the abilities of 
the individual executives. 

Such an appraisal, of course, re- 
quires that there be standards for judg- 
ing executive ability. This should not 
be done on the basis of “hunch” nor 
general impression, since these stand- 
ards are likely to be misleading. In 
studying the activities of successful as 
well as unsuccessful businesses, the 
management engineering profession has 
found that able executives usually have 
most of the following qualities: 

1. Ability to think logically and 
analytically, 

2. The desire and ability to delegate 
responsibility to subordinates. 

3. Open-mindedness or willingness 
to accept suggestions. 

4. Ability to secure the codperation 
of others and to inspire enthusiasm in 
them. 

5. Imaginative ability and resource- 
fulness. 


The banker will soon find that, with 
experience, he will be able to apply 
these standards satisfactorily in ap- 
praising executive ability. This is, of 
course, not an exact science, and the 
banker must exercise care not to be 
influenced unduly in the granting of 
loans by personal impressions of the 
company executives. If the key execu- 
tives are interviewed by more than one 
of the bank’s representatives, the risk 
of error will be reduced accordingly. 
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Cost-free protection on 
personal loans 


—a prime advantage of Old Republic’s simple 
plan of Credit Life Insurance 


«What will it cost us to install and operate Old Republic’s plan of 
Credit Life Insurance against personal loans?” This is the natural 
query of many banks that have personal loan departments or are con- 
templating going after personal loan business. 

The answer is: Nothing. The cost of the insurance is borne by the 
borrower. The necessary forms are furnished gratis by Old Republic. 

The idea is so simple and sensible, and the insurance itself so inex- 
pensive, that the borrower needs no urging to avail himself of its three- 
way protection—100% coverage for his family, the endorser, and the 
bank, on the unpaid balance in the event of his death. 

Hundreds of banks throughout the country are using Old Republic’s 
simple, practical plan, which is all but automatic in operation. They 
find that in addition to giving them cost-free protection on unpaid 
balances in event of death of borrowers, it is a valuable conserver of 
good will. For Old Republic’s prompt check settles everything—avoids 


collection delays, embarrassment, and possible litigation. 


Send for full particulars of Old Republic’ s simple, practical plan— 


without obligation on your part. 


Old Republic Credit 


Life Insurance Company 
309 West Jackson Boulevard, (Aicago 
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The banker should be certain that 
there are capable junior executives in 
the company’s employ who are qualified 
to assume the responsibilities of major 
executives. It should be determined 
also whether one of these executives 
would be capable of becoming the chief 
executive if the present chief executive 
should become unavailable. It is im- 


portant that during the period of the 
loan there be provision for continuity 
of capable executive personnel. 


Organizing for Extending Long- 
Term Loans 


If the trend toward the extension of 
long-term loans continues, it will be 
necessary for many banks to make 


type of personnel employed by the 
credit department. The application of 
the management viewpoint requires 
more than ability to analyze financial 
statements. There is need for a keen 
appreciation of intangibles, knowledge 
of industrial practices and methods, 
and a large measure of “sound judg- 
ment.” Some banks which have had 
a considerable volume of long-term loan 
business have added to the staffs of 
their credit departments. individuals 
with industrial backgrounds in sales or 
manufacturing. Other banks have found 
it desirable in connection with extend- 
ing large loans for long periods to se- 
cure professional assistance from the 
outside rather than seeking to augment 
their staffs to handle the investment of 


“Here is a source of new business that a few banks.are now 
exploiting soundly and which is, or soon will be, available to all. 
However, many are overlooking it entirely, and some, through 
failure to recognize the need for new credit standards and tech- 
niques, are in effect trying to play a good game of golf with a rake, 


a shovel and a baseball bat.” 


changes in their methods of credit in- 
vestigation and possibly in organiza- 
tion. 

So long as the extension of loans is 
based primarily upon the short-term or 
balance-sheet point of view, it is un- 
necessary for representatives of the 
bank to have extensive personal contact 
with the business or its executives. In 
making this type of loan, the new busi- 
ness department can make the contact 
and secure the financial information for 
examination by the credit department. 
The management viewpoint in long- 
term credit extension, however, requires 
personal contact by the bank with a 
number of the executives of the prospec- 
tive borrower. The application of the 
management viewpoint in credit exten- 
sion requires consideration of intan- 
gibles which cannot be _ reflected 
accurately in figures and must be ap- 
praised primarily through personal 
contact. 

The extension of long-term loans 
may also require some changes in the 
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a small portion of their total funds. 
Moreover, the cost of professional as- 
sistance can frequently be shifted to 
the borrower. 

The expenses of investigating the 
long-term loans are somewhat higher 
because of the more extensive personal 
contacts required. On the other hand, 
these loans usually involve larger 
amounts and pay a higher return. 
Moreover, they tie up a portion of the 
bank’s funds upon a semi-permanent 
basis. It would seem, therefore, that 
if these loans are to be made at all, 
they should be investigated with suffi- 
cient care to provide for the full ap- 
plication of the management viewpoint. 

Here is a source of new business that 
a few banks are now exploiting soundly 
and which is, or will soon be, available 
to all. However, many are overlooking 
it entirely, and some, through failure 
to recognize the need for new credit 
standards and techniques, are in effect 
trying to play a good game of golf with 
a rake, a shovel and a baseball bat. 
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Are personal loan departments 
profitable ? 


By Wituiam G. SUTCLIFFE 


ANKERS are wondering whether 

the personal loan department is 

not a way out of present difficul- 
ties—a way to future success and pros- 
perity. They are asking whether this 
is not a service which they owe their 
communities. And, if they do have such 
a debt, can they afford to pay it under 
present day conditions? Is, for in- 
stance, the 6 per cent. discount charge 
so commonly being used now, really 
adequate to cover all the costs of giv- 
ing a personal loan service? 

Although these questions are now be- 
ing raised in many quarters, it is likely 
that they will be even more in evidence 
in the future. Some states have passed 
laws setting maximum rates of charge 
for personal loan departments. Are 


these charges high enough? Too high? 


What will be required of the bank 
that opens such a department? Will 
extra tellers, bookkeepers, stenogra- 
phers, space and equipment be needed 
to handle the business? 

These questions will probably not be 
wholly answered until such time as 
hanks undertake to apply cost account- 
ing to personal loan operations. Nor 
even then can they be sure of the an- 
swers unless they will carefully charge 
these departments with their just pro- 
portion of every operating expense they 
impose on the bank. Otherwise profit- 
able incomes from small personal loan 
departments may quickly turn to losses 
as demand for the service increases. 

In an effort to supply some of the 
missing information, Consumer Credit 
Institute of America, Inc., has made a 
survey of 858 personal loan depart- 
ments. They were scattered over twenty- 
three states representing New England, 
Middle Atlantic, Southern, East Cen- 
tral, West Central and Pacific sections. 
Reports were received from departments 
in California, Colorado, Connecticut, 
Georgia, Illinois, Iowa, Indiana, Ken- 
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tucky, Louisiana, Massachusetts, Michi- 
gan, Minnesota, Missouri, Nebraska, 
New Hampshire, New Jersey, New 
York, Ohio, Pennsylvania, Tennessee, 
Washington, West Virginia and Wis- 
consin. 

From them there was secured a repre- 
sentative picture of the personal loan 


The author of this article is 
director of the Graduate Division 
of the Boston University College 
of Business Administration and 
a member of the Advisory Com- 
mittee of Consumer Credit Insti- 
tute, Inc. This is the first of two 
articles on personal loan depart- 
ment costs. 


department as it existed at the end of 
1937. It was possible to know how 
old the pesonal loan business in banks 
has become; what volume it has at- 
tained; what size of loans are made; 
what charges are being made for the 
service; and what bankers believe they 
are getting from this business. 

A surprisingly large number of banks 
have started personal loan departments 
in the belief that this service could be 
added without incurring any new ex- 
penses for their institutions. Some of 
them still think so after several years 
of experiment, but these are not always 
the bankers who have made studies of 
the figures, even where they have done 
so there is generally a lack of scien- 
tific cost accounting. 

This study shows that personal loan 
departments cannot easily be held in 
check. When a bank announces a deci- 
sion to extend its loan service to con- 
sumers, it may find that consumers take 
it at its word. Soon a teller must be 
hired to handle the personal loan win- 
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dow. Then more space must be used; 
another teller taken on. Things pile 
up in the bookkeeping and stenographic 
departments. New machines may have 
to be purchased. 

Personal loan departments cannot be 
depended upon merely to fill in the 
chinks. Their business is not seasonal, 
nor does it accommodate itself to the 
convenience of banks. It tends to hold 
to a fairly steady volume, once it has 
reached its stride, in good times and 
bad. Its greatest demand for loans 
comes from conditions that are ever 
present—unexpected emergencies. 


Past Experience of Personal Loan 
Departments 


A banker contemplating a personal 
loan department of his own will natur- 
ally seek the experience of those who 
have tried out this business. He will 
not be too greatly influenced by the ex- 
perience of a bank which has handled 
personal loans for only a few months. 
It would be best to learn what has hap- 
pened where experience has extended 
over a full business cycle. 

One hundred and eighty personal loan 
departments told the Institute their date 
of organization. They indicated that 
most consumer lending by banks has 
developed since 1934. Its real start 
came in 1928, although a few banks 
tried out some such plan even earlier. 
So many departments were discon- 
tinued, or allowed to lie dormant dur- 
ing the following depression, that the 
business as a whole may truly be said 
to have had its principal development 
since 1934. 


Years In Wuicnu 180 Personat Loan 
DerartTMENTs Wrre Becun 


Number of Number of 
Year Departments -Year Departments 


1930 5 1934 70 
1931 4 1935 31 


1932 3 1936 31 
‘ 


1933 7 1937 29 


Because so many banks which began 
their departments in the earlier years 
practically discontinued business dur- 
ing the depression, there exists no repre- 
sentative picture of the personal loan 
business in all phases of the business 
cycle. Bankers who started departments 


in 1934 or later considered them build- 
ers of good-will. They felt that in 
pleasing a borrower, they also obtained 
the good-will of. his co-makers. Thus 
with each co-signed note there were 
created three potential good friends for 
the bank. 

However, a few bankers who had 
tried out their departments in earlier 
years were skeptical of the good-will 
value. They said that friends made in 


good times, were easily turned to ‘ene- 
mies when the borrower lost his posi- 
tion and co-makers were forced to make 
good on their guarantees. 


Size of Personal Loans 


Individual banks over the country re- 
ported actual or estimated average loans 
to their borrowers ranging, usually, 
from $200 to $300, with occasional 
variations outside both limits. Most 
banks impose limitations of their own 
on both maximum and minimum loans. 
This is to limit losses of principal on 
the one side, and losses through operat- 
ing expenses, not wholly covered by 
charges, on the other. 

However, there seem to be more than 
these limitations which tend to bring 
the average loan under $300. Others 
may be imposed by the borrower him- 
self. They may be the results of habits 
established by laws which for a quarter 
century have controlled other types of 
small loan agencies and found the $300 
maximum a suitable limit for their op- 
erations. Such laws have long been in 
operation in twenty-seven states, cover- 
ing, generally, the more industrialized 
sections of ‘the country. Loans and edu- 
cational efforts of lenders so controlled 
may have had an effect on borrowers 
who now use the banks. 

Whatever may lie behind this com- 
paratively universal average, .the fact 
remains that bankers may expect a de- 
mand for loans of about this amount. 
Thirty-six representative departments 
scattered over the country, which told 
the Institute what average loan they 
were making, reported it at $258 for 
the year 1937. Fifty-six state banks in 
New York, where the business is done 
in conformance to a special law re- 
cently enacted, reported their average 


loan to be $276. Loans in New York 
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GENERAL MOTORS AA - 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC,CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX-~ 
HALL, OPEL, BLITZ— 


( 


( ) 


INSTALMENT 
PLAN 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


These NOTES are available, in limited amounts, upon request. 


EXECUTIVE OFFICE NEW YORK - 


State secured by collateral averaged 
$204, while those secured by co-signers 
averaged $280. 


Size of Department 


Some banks think the most profitable 
way of handling a personal loan de- 
partment is to keep it small. Then new 
employees and equipment will not be 
required, and the bank can use existing 


facilities more efficiently. But many 
who have tried out this plan have come 
to the conclusion that a better way is 
to encourage some considerable volume. 
In either case, the banker probably has 
little to say about the size his personal 
loan department will attain. That will 
depend on the extent to which his com- 
munity wishes to use the service. His 
only power to control its growth will 
lie in the extent to which he is willing 
and able to satisfy the community’s de- 
mand for personal loans. The com- 
munity, in turn, may force his hand 
beyond what he is willing to do and 
allow him to stop only after he has done 


all he is able to do. 
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BRANCHES IN PRINCIPAL CITIES 


Eighty departments, scattered over 
twenty-one states reported total out-’ 
standings at the end of 1937 amounting 
to $18,659,000, or an average of $233,- 
238 for each department. The 56 state 
banks in New York operated some 130 
individual departments because of New 
York’s branch banking system. They 
had total outstandings of $12,735,000, 
or an average of about $227,000 for 
each individual department. Three of 
the country’s largest banks had average 
outstandings of $244,000 for each of 
the personal loan departments in their 
many branch banks. Personal loan vol- 
ume is at least one and a half times 
outstandings. 

It would not be well for any bank to 
assume that the personal loan depart- 
ment, in point of size, may become the 
tail that wags the dog. Long before 
personal loans were invented, bankers 
loaned less than $500 on about one- 
half of all the notes they took. But 
that one-half of the business amounted 
to not more than 2 or 3 per cent. of 
all loans made by banks. Other regu- 


115 





lated lenders who have been in this field 
for more than a quarter century have a 
total loan volume that would scarcely 
support the banks of the nation, even if 
every consumer borrower were to trans- 
fer his business to a personal loan de- 
partment. Industrial or Morris Plan 
banks probably loaned less than four 
hundred million dollars in 1937; per- 
sonal finance companies did not nearly 
reach the half billion mark; and credit 
unions loaned well under one hundred 
million dollars. 


Charges 


Although the Institute met with 
gratifying success when it attempted to 
find what banks were charging for their 
personal loan service, results were not 
quite so happy when an effort was 
made to determine why charges are 
what they are. Most banks simply do 
not know. Besides, few banks really 
know whether their charges are produc- 
ing either profits or losses. Bankers, 
optimistically assume that the business 
is profitable. They base their opinions, 
usually, on the knowledge that, with the 


installment plan repayment, the bank 
.is really getting nearly 12 per cent. on 
every loan it offers to the borrower at 


6 per cent. Few have any definite evi- 
dence that, after the investigation and 
twelve or more collections required on 
most personal loans, operating costs 
have not been such as to absorb much 
more of the income than they think. 

There are departments discounting as 
little as 3 1/3 per cent. a year from 
their notes and asking no additional 
fees of borrowers. There are depart- 
ments, too, which charge about 40 per 
cent. interest annually, or a 20 per 
cent. discount, some have two or even 
three different charges made to fit dif- 
ferent types of loans. In such cases a 
loan secured by liquid collateral merits 
a lower discount rate than one secured 
by co-makers. Reduced risk is not the 
only reason for such a concession. It 
costs a bank less to make a secured 
loan than one on which co-makers 
must be examined. 

According to information obtained 
from 124 departments chosen as a 
sample best representing the situation 
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over the country as a whole, the usual, 
charge is a discount of 6 per cent. a 
year without added charges for inves- 
tigation. Lower rates were sometimes 
asked by banks in large cities. 


Annual Discount Rates Charged by 124 
Personal Loan Departments 
Number of Number of 
Banks Charge Banks 
5-9% and fee 1 
6% 73 
6% and fee 17 
6-7% 
6-8% ‘ 
6-8% and fee 
7% _ and fee 
8% 


Charge 

4-5-6% 

4-5-6% and fee 

4-6% 

4-6% and fee 

414-6% 

5% 

5-6% 

5-6% and fee 

514% 8-10% 

54% 6% 10% andfee 1 
Note: Where more than one rate is noted, 

each one is charged by the individual de- 

partments on different types of loans. 
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Fees vary in size. The occasional 
bank which admitted making total 
charges amounting to as much as an 
annual discount of 20 per cent., or an 
interest charge of approximately 40 per 
cent., depended largely on fees to make 
up such charges. 

The table indicates only fees for in- 
vestigation expenses. Besides, many 
banks have delinquency charges, and 
some ask their borrowers to pay insur- 
ance premiums. The latter may or may 
not yield a profit to the bank. De- 
linquency charges are probably not a 
source of profit. It is not to be ex- 
pected that the borrower who cannot 
pay what is due, is going to be able to 
pay an added amount because of his 
delay. Those who can pay on time, 
generally do not submit to more than 
one late charge. As an incentive for 
those who are able to pay on schedule 
delinquency fees probably serve ex- 
cellently. 

Although the Institute was not able 
to learn from banks themselves about 
the degree to which personal loan de- 
partments are a profit or loss proposi- 
tion, another way has been found 
whereby bankers can obtain a close es- 
timate of what: this business will cost 
them. This is not a perfect method, 
but it will serve until such time as cost 
accounting systems get into action and 
better information may be had at first 


hand. 
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BRITISH AND AMERICAN 
INVESTMENT TRUSTS 


British operations throw timely light on the 
controversial aspects of American procedure 


By A. WiLrrep May 


HE popular influence of the 

British investment trusts on the 

American» movement has _ been 
strong and constant. It will be recalled 
how our traditional veneration of the 
English and Scottish trusts—of which 40 
per cent. are of pre-war vintage and 
some seventy-five years old—impor- 
tantly stimulated the subscription to 
six and one-half billion dollars of 
American trust capital by one and one- 
half million investors. The importance 
attributed to the British background was 
clearly evidenced in the Securities and 
Exchange Commission’s recent hearings 
during which frequent—if misconceived 
—citations of foreign practices were 
made. And the S.E.C. itself in its trust 
report to the Congress, refers to British 
policies and indicates that its legisla- 
tive recommendations will take them 
largely into account. Hence clarifica- 
tion of true English and Scottish prac- 
tice and actual operating results, in 
addition to its broad financial sig- 
nificance, is vitally relevant to the con- 
troversy over future American pro- 
cedure. 


The Segregation of Functions 


No doubt the most important single 
controversial item of our contem- 
plated Federal reform is that dealing 
with affiliations between trust manage- 
ment and banking and brokerage in- 
terests. Legislation to enforce complete 
segregation of these relations is being 
demanded on the grounds of pure ethics 
and the desire to eliminate former mal- 
practices. Great Britain on the other 
hand, in conformity with her traditional 
politico-financial technique, confidently 


continues her reliance on her in- 
formally imposed discipline and un- 
written code of individual ethics to 
vitiate the many existing opportunities 
for abuse. Flagrant abuses entail the 
sanctions of the criminal code, but con- 
tinued good practice arises from the 
individual’s voluntary restriction of 
conduct well within the confines of the 
technical law. 


The author of this article is a 
well known author and economist. 
He is a frequent contributor to 
financial and economic journals 
both in the United States and 
abroad. The present article re- 
sults from a first-hand study con- 
ducted in England in each of the 
past three years and embodies a 
partial summary of material 
which will subsequently appear 
in book form. 


The overlapping of functions in Eng- 
land is real and varied. There is 
neither formal nor informal segrega- 
tion. The effects of banks-and-trust 
alliances run the gamut from credit ex- 
tension to the complete control of 
trusts. 

In recent years bank loans have 
accounted for as much as 20 per cent of 
trust liabilities. Although British mer- 
chant banking houses entered the invest- 
ment trust management field in a par- 
ticularly large way during the nineteen- 
twenties, affiliations with such trust 
firms as Fleming, Benson, and Erlangers 
have existed since turn of the century. 
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Such important houses of issue as Ed- 
ward de Stein, Helbert Wagg, Robert 
Benson, and Robert Fleming are 
directly interested in trust management. 
Fleming is particularly outstanding in 
this field. Its partners are directors 
of 16 trusts and it is closely associated 
—through interlocking directors and 
otherwise — with 14. other Scottish 
trusts, for whom it handles all securi- 
ties transactions. Fleming is believed 
to control the policies of 55 trusts with 
aggregate resources of 130 million 
pounds. Five trusts have been organ- 
ized or otherwise controlled by Benson, 
four by de Stein, three by Wagg, two 
by Erlanger’s, three by Hambros Bank, 
one by Japhet, two by Samuel and one 
by Schroder. 


Affiliated as well as independent 
trusts are closely bound up with in- 
dividual private banks in underwriting 
and sub-underwriting business. In the 
case of units having a specialized finan- 
cial business these affiliations are par- 
ticularly close, and during periods of 
low yields and booming capital financ- 
ing these trusts are largely underwrit- 
ing institutions working for the banker. 
Often the trusts even have a voice in 
formulating the make-up of a new issue. 
They take the relatively undesirable as 
well as the desirable issues.* 

The relationship between trusts and 
some of the larger international bankers 
is known to be particularly close. 

The insurance companies are heavily 
interested in trust management—in 


“No doubt the most important single controversial item of our 


contemplated Federal reform is that dealing with affiliations be- 
tween trust management and banking and brokerage interests. 
Legislation to enforce complete segregation of these relations is 
being demanded on the grounds of pure ethics and the desire to 
eliminate former malpractices. Great Britain, on the other hand, 
in conformity with her traditional politico-financial technique, con- 


fidently continues her reliance on the informally imposed discipline 
and unwritten code of individual ethics to vitiate the many existing 


opportunities for abuse.” 


Although there are no management 
contracts in the American sense and the 
ties are intangible, the affiliations are 
nonetheless real. Remuneration agree- 
ments are limited to lump sum manage- 
ment fees. Although trusts are not di- 
rectly affiliated with stock exchange 
firms, exchange members often serve as 
trust directors. At least 15 large trusts 
have stock-brokers on their boards. A 
cut of exchange commissions is often 
taken by the interested merchant bank- 
ers. All the following items contribute 
to the trust-remuneration of these 
bankers: 

(1) Directors fees. 

(2) Return Stock Exchange commis- 
sions on turnover. 

(3) Overriding commissions on 
underwriting and commissions on priv- 
ate placings of issues. 

(4) Management fees. 
118 


many cases by direct representation on 
the board. Prudential Assurance is 
represented on three trusts, and various 
insurance companies act as trustees for 
25 post-war investmert trusts. They 
are investing to an ever-increasing ex- 
tent in trust capitalization. The insur- 
ance companies’ own direct investing 
activities as trusts are likewise enor- 
mously important. At least 60 per 
cent. of their policy-holders’ funds of 
over one billion pounds is now in- 
vested in securities. Their current an- 
nual investment operations are esti- 
mated to involve 500 million pounds 
with a constant transference from high- 
grades into medium grade debentures, 
preference, and ordinary shares. This 


*Footnote: See discussion in “Studies in 
Capital Investment” G. D. H. Cole, Editor, 
p. 61. 
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entire segment of investment operations 
is completely free of government regu- 
lation. 


Management Concentration 


The British movement has developed 
along definite group lines under the 
pioneering leadership of less than a 
dozen individual personalities. One 
hundred and twenty trusts, representing 
60 per cent. of the total number and 70 
per cent. of total capital, are included 
in groups. 

The trusts are tied to common man- 
agement by investment banking firms 
through interlocking directors rather 
than through the cross-holding of capi- 
tal. The so-called. St. Davids group 
which, under the leadership of the late 
Viscount St. Davids amassed sixteen 
companies with assets of twenty-one 
million pounds, is the most important 
aggregation. The Touche group com- 


prises ten companies with twenty-five 
millions of assets; the Mattinson group 
and the Benson group 


nine trusts; 
ten. 
Viscount Davids was a director of 
eleven trusts of nine of which he was 
chairman. Sir W. M. Mattinson has 
simultaneously been a director of twelve 
trusts, chairman of eight; and L. M. 
Balfour director of eleven, chairman of 
four. Twenty individuals hold an 
average of more than ten directorships 
each; eleven individuals hold one hun- 
dred and six directorates; twelve direc- 
tors hold forty-two seats within six 
groups; and in ninety trusts eighteen 
directors—or one-eighth of the total di- 
rectors—hold half the total of two hun- 
dred and eighty-eight seats and link all 
ninety trusts. A total of 106 trust di- 
rectorates are held by but 11 directors. 
Thus concentrated growth has de- 
veloped entirely differently than in 
America. In contrast to American 
growth which has been largely accom- 
plished through stock-swapping and 
pyramiding of existing units, the British 
movement has been extended through 
the direct sale to the public of suc- 
cessive units by the same founders. 
Both as the result of the law and 
Practice, the British shareholder re- 
ceives remarkably little knowledge 
about his trust’s assets or current opera- 
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tions. Neither the Companies Act nor 
the Stock Exchange imposes any particu- 
lar provisions on trusts, and they there- 
fore enjoy almost unlimited discretion 
in withholding prospectus details as 
well as operating information. In the 
past two years several false starts to- 
ward mild Parliamentary regulation 
have been made, but legislation has 
been pigeon-holed. Suggestions for an - 
administrative commission have been 
turned down for fear that such govern- 
ment intervention would give the pub- 
lic a false sense of security. Instead the 
authorities continue their reliance on 
the combined good faith of directors, on 
the informal discipline imposed by the 
private “powers-that-be,” and on tradi- 
tional British caveat emptor philosophy. 

In actual practice the trusts give 
meagre and non-uniform information, 
particularly in comparison with exist- 
ing and contemplated American stan- 
dards. New subscribers are vouchsafed 
only the most perfunctory general 
statements, and are truly asked to hand 
the managers a blank check. Current 
disclosure of assets and operations is 
likewise irregular and deficient. Only 
75 of the 200 existing companies pub- 
lish a list of their investments; 123 
give their categorical and/or geographi- 
cal distribution. 


The method of handling reserves is 
probably the greatest source of obfusca- 
tion to shareholder knowledge. There 
are several ways of building reserves. 
The articles of association of nearly all 
trusts provide that realized capital gains 
shall be applied only for capital pur- 
poses, such as the capital reserve fund, 
and shall not be available for dividend 
payments. This has since 1924 ex- 
empted them from capital gains taxa- 
tion. These realized gains are placed 
in a capital reserve fund, whose size is 
usually not revealed, and constitutes a 
“hidden reserve.” The general reserve 
which appears in the balance sheet con- 
stitutes a second category. This is 
accumulated by re-investment of the 
non-distributed portion of interest and 
dividend income. When new _ invest- 
ments are applicable to the “hidden 
reserve,” their cost is not included in 
the balance sheet; it is used to write 
down the portfolio cost or book value. 
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Capital losses are charged directly to 
the “hidden reserve” without any nota- 
tion thereof in the balance sheet. As a 
result, the so-called book value of the 
portfolio representing the amounts ac- 
tually paid for the securities held, has 
no relation whatever to the portfolios’ 
market value and cannot be used in 
calculating a break-up figure. If 
“hidden reserves” become unduly large, 
occasionally a transfer of funds is made 
to the general reserve fund which ap- 
pears in the balance sheet. At least 
forty trusts did this during the nineteen- 
twenties. 

The general reserves disclosed by a 
sample of fifty-five companies average 
10.6 per cent. of total paid-up capital, 
made up of thirty-five pre-war trusts 
averaging 14.4 per cent. and twenty 


to their senior obligations. British 
taxation is additionally favorable in 
that shareholders completely escape 
from the corpus of company taxation 
and hence from the double-taxation im- 
posed on the American investor. 


National Differences in Philosophies 


Sharp differences in the respective 
national financial temperaments must 
be recognized as an insuperable barrier 
to patterning American after British 
procedure. In sharp contrast to the 
“imaginative” and “promotional” Wall 
Street mind, British and Scottish man- 
agement is well satisfied to plod along 
year after year in methodical pursuit of 
investment income, Small staffs are 
used, the total number of executives 
and clerical employees of even the 


“The extinction of all accumulated British reserves during the 
depression emphasizes the injury caused by American tax technique. 
The American classification of capital profits as taxable income, 
combined with past, present, and possible future undistributed 
profits taxation, prevents the retention of fortuitous trading profits 


for reserves.” 


post-war trusts averaging 4 per cent. 
Expressed as a percentage of total in- 
vestments, the reserves of another sam- 
ple group of companies are 12 per cent. 
As explained herein, these disclosed re- 
serve amounts give only a partial clue 
to the total reserve situation. 


American Taxation Comparatively 
Injurious 

The extinction of all accumulated 
British reserves during the depression 
emphasizes the injury caused by Ameri- 
can tax technique. The American 
classification of capital profits as tax- 
able income, combined with past, pres- 
ent, and possible future undistributed 
profits taxation, prevents the retention 
of fortuitous trading profits for reserves. 
It is hence difficult to believe that, in 
the absence of one-way bull markets, 
geared American trusts will be able to 
maintain adequate coverage of assets 
and funds for payments applicable even 


grouped companies rarely exceeding 
twenty. This has resulted in a low level 
of management expenses for the British 
trusts. Their overhead charges have 
remained constant through the years. 
They now average 0.29 per cent. of 
assets compared with 0.31 per cent. in 
1913. The management expenses re- 
lated to the aggregate assets and rev- 
enue of ten representative trusts for the 
past two years is shown in the accom- 
panying table. 

Compared to this showing, American 
management charges are much higher. 
In the last eight years the latter have 
ranged from 0.54 per cent. to 1.30 per 
cent. of net assets and from 13 to 21 
per cent. of income. Partly because 
of this differential in overhead, the in- 
vestment income accruing to British 
shareholders has been larger, amount- 
ing to 4.7 per cent. of assets against 
3.9 per cent. for American companies 
last year. 
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Revenue 


Year 
1936-37 
1937-38 


“Revenue” denotes total revenue received, after taxes. 


of investments. 
interest is shown separately. 


Operating Results Disillusioning 

The depression depreciation suffered 
by the American trusts has been 
strongly emphasized. But the record 
demonstrates that not even recognizedly 
honest and experienced British manage- 
ment has been able to accomplish 
greater asset-conservation than has the 
individual investor. The 1930-33 defla- 
tion wiped out all visible accumulated 
reserves, all but three trusts were forced 
to reduce or entirely omit ordinary divi- 
dends, and almost 25 per cent. failed 
to earn their preference dividend. Be- 
tween the end of 1929 to the end of 
1935 the net asset value of forty repre- 
sentative trusts shrank by an average of 
18 per cent. During the same period 


the London & Cambridge Securities In- 
dex, correspondingly weighted 65 per 


cent. for bonds and preference shares 
and 35 per cent. for ordinary shares, 
actually gained 27 per cent. 

Current British reports continue to 
record surprisingly disappointing evi- 


(£000) 


Portfolio Expenses and Fees 
Amount %of %of 

(£000) rev. portf. 
119 64 0.27 
123 6.2 0.29 


“Portfolio” is the book vaule 


(£000) 
43,202 
43,102 


“Expenses” includes all charges excepting those few instances where 


dence. The writer has analyzed the 
long-term statements of 100 representa- 
tive trusts which have been issued dur- 
ing the six months ending last May 1. 
Market values showed a deficiency be- 
low book values in 76 of these 100 
cases. Of these 76 companies, 54 showed 
their common shares not to be fully cov- 
ered, i.e., that previously accumulated 
reserves plus last year’s undistributed 
earnings were insufficient to cover the 
discrepancy between their assets’ market 
value and their share capital. This 
deficiency below ordinary capital value 
extends to 140 per cent, in one instance, 
and averages 36 per cent. per trust for 
all trusts. 

The fact that so many British trusts 
are under water is particularly re- 
markable in view of their relatively 
long age, the 65 per cent. preponder- 
ance of their investments in bonds, and 
the far greater stability than American 
common stock prices which the British 
ordinary share average has displayed. 


3-Year Comparison Between Boox AnD MARKET VALUE or 10 Trusts 


1935 — 1936 
Market 


Book 
Value 


Year 
Formed 
and 


Name 


American Investment 
General Trust 
Edinburgh Investment 
Mercantile Investment and 
General Trust 
Metropolitan Trust 
Merchants Trust 

Second Caledonian 

Second Scottish United 
Third Edinburgh Investment 
United States Debenture 
Corporation 

United States and General 
Trust 


1879 
1889 


2,692 
1,961 


1889 
1899 
1889 
1927 
1928 
1889 


7,787 
3,209 
3,668 
1,126 
1,397 
1,592 


4,963 


2,940 


Total: 10 companies 32,335 


THE BANKERS MAGAZINE for August, 1938 


(£000) 
1936 — 1937 
Book Market 
Value Value 


1937 — 1938 
Book Market 
Value Value alue 
3,856 
2,369 


3,617 
2,039 


4,260 
2,938 


3,638 
1,996 


3,268 
2,081 


9,266 
3,109 
3,174 

920 
1,255 
1,527 


7,870 
3,222 
3,705 
1,088 
1,434 
1,665 


9,999 
3,497 
3,524 

963 
1,488 
2,054 


7,878 
3,211 
3,712 
1,098 
1,452 
1,649 


8,979 
2,986 
2,898 

781 
1,164 
1,679 
5,360 4,797 


6,061 4,569 4,495 


2,795 2,967 3,137 2,961 2,585 


33,631 32,403. 37,912 32,156 30,917 
or or or 
4% 17% 3.9% 
above above above 
book book book 
value value value 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


Operating results over the course of re- 
cent years likewise show up unfavor- 
ably. The author has made a compari- 
son of the book and market values of 
the investments of a sample of ten of 
the leading old trusts which disclose 
annual appreciation and depreciation. 
The younger trusts (many of whom do 
not make disclosure), have of course 
fared much worse. 


New York City 


lies the ascription of major responsi- 
bility for the disappointing American 
record to our revealed malpractices, As 
in the United States, expert British in- 
vestment management has shown no 
more ability than the lay investor in 
asset-conservation. Hence assumption 
that close government supervision and 
the elimination of abuse in American 
operations can ensure safety or success- 


INDUSTRIAL AND INVESTMENT Trust Prorrrs ComPpaRED 


(Compiled from “The Economist” quarterly profits articles. 


Profits = the amount 


earned for preference dividends.) 


Investment Trusts 
Profits, £000 
Same 


All Other Companies 
Profits, £000 
Same 


Cos. 
Pre- 
ceding 
Year 
11,086 
13,774 
14,821 
12,601 
9,849 
8,240 
7,694 
8,164 
8,977 


Chain 
Index 
1929 
= 100 
100.0 
100.0 
91.6 
72.6 
60.1 
55.2 
63.3 
69,1 
79.5 


Chain 
Index 
1929 
= 100 
100.0 
99.2 
76.0 
62.3 
63.4 
74.9 
86.9 
97.9 
114.9 


Cos. 

Pre- 
ceding 

Year 
183,530 
185,044 
191,740 
162,392 
130,908 
136,599 
167,596 
204,004 
231,362 


No. of 
Cos. 
1,633 
1,765 
1,813 
1,818 
1,761 
1,771 
1,911 
1,985 
2,074 


Amount 
182,821 
183,719 
146,540 
133,317 
133,280 
161,285 
194,443 
230,214 
271,124 


Amount 
11,861 
13,820 
13,536 

9,998 
8,148 
7,552 
8,804 
8,908 


1936 
‘ 10,310 


The is both unwar- 


British record of investment 
earnings, exclusive of capital changes, 


ful investing results 
ranted and dangerous. 


is likewise disillusioning. A compara- 
tive compilation of trust and industrial 
company profits, with chain indexes for 
each since 1929, is shown in an accom- 
panying table. 


The consistently negative operating 
results achieved by recognizedly ethical 
and able British trust management be- 


We may further conclude from the 
aforementioned fundamental differences 
in the respective national temperaments, 
in investment philosophies, in regu- 
latory technique, in taxation, in operat- 
ing aims, and in the conceptions of the 
value and obligation of disclosure, that 
British practice is wholly unsuited as a 
pattern for American procedure. 
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Why have stock prices risen ? 


By Paut M. ATKINS 


HY have stock prices risen? Does 

this sudden upturn represent a 

real change in trend, or is it 
merely a flash-in-the-pan? Is it based 
on an increase in business activity— 
actual or definitely in sight—or is it 
the result of stock market ntanipula- 
tion? 

The fact that the stock market has 
moved up is of significance to everyone 
for a rising stock market is usually a 
stimulus to business activity. The rea- 
sons causing this rise are of even 
greater significance, for if they are 
found in an actual improvement in 


reserve requirements—were taken to 
check the forward movement. As a re- 
sult, there was a sharp decline in busi- 
ness activity, in commodity prices and 
in stock prices. In fact, stock prices 
fell at a sharper rate than at any other 
time in recent years, not even except- 
ing the fall in 1929. A real depression 
was on, and, like most depressions, it 
took the form of a downward spiral. 
Fortunately, depressions usually cure 
themselves, and this one was no excep- 
tion. 

Since the major economic cause of 
this last depression was an excessive 


“The really important point to note is that there were sound 
economic causes underlying the upturn in stock prices, that the 
weight of the evidence indicates that an improvement in business 
was actually under way and that forces exist which are likely to 
cause the present movement to continue for the present. It is still 
too early to attempt to forecast the duration of the new trend, but 
it seems reasonable to suppose that the depression of the past year 
has been broken and that better times lie immediately ahead.” 


business, or represent a real forecast of 
increasing activity, plans for future 
business expansion can be laid with the 
expectation that they can be realized. 
If the reasons are not fundamental in 
character, then the wiser course for busi- 
ness to pursue would be to wait until 
further evidence becomes available in- 
dicating that an upward trend in busi- 
hess activity is actually in the making. 
_A little over a year ago, business ac- 
tivity had reached a higher point than 
at any time since 1929, prices of basic 
materials had risen to new heights, and 
it looked as though prosperity, if not 
a real boom in industry, had returned. 
The Federal administration, wisely or 
unwisely, felt that the rise was proceed- 
ing too rapidly. The President stated 
that he thought certain prices were too 
high, and steps—notably the increase in 


rise in commodity prices and inven- 
tories, the end of it was marked by the 
decline in basic commodity prices to a 
point where they could be moved freely 
into trade and by the using up of the 
inventories of consumers’ goods to a 
point where. they demanded replenish- 
ment. Undoubtedly, one of the major 
reasons why the upturn came in the 
stock market was a sudden and rather 
belated recognition of this fact. A re- 
duction of such inventories is brought 
about by an excess of current consump- 
tion over current production, a situa- 
tion which has existed for a number of 
months past. In fact, one of the rea- 
sons why the decline in business ac- 
tivity was so sharp was because produc- 
tion was so quickly and so drastically 
cut in so many lines. 

Inventories of raw materials, how- 
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ever, have been accumulating, and be- 
cause a statistical record of such in- 
ventories is much more available and 
impressive-than are inventeries of con- 
sumers’ goods, they affect the thinking 
of the business community more than 
do inventories of other types. However, 
it must be remembered that, a year and 
a half ago, inventories of raw materials 
were low. This was one of the reasons 
why prices had risen so sharply and 
why an over-expansion in business ac- 
tivity was feared. Inventories of raw 
materials are now greatly in excess of 
what they were a year ago. In the light 
of reduced inventories of consumers’ 
goods and a probable rapid increase in 
the demand for them, and the low rate 
of output of durable goods for a period 
of years—a rate which cannot be con- 
tinued indefinitely—the inventories of 
most raw materials are not excessive. 
Evidence of this fact is found in the 
definite increase during recent weeks in 
the prices of many such materials. An 
upturn in raw material prices is usually 
an indication of an immediate increase 
in business activity, and -undoubtedly 
was an important influence on the stock 
market in this case. 


It has been pointed out that some- 
what over a year ago, additional re- 
strictions were placed on credit expan- 


sion. This spring, steps were taken to 
ease credit. A part of the additional 
reserve requirements were removed, and 
sterilized gold was released and used 
to pay off government indebtedness. As 
a matter of fact, such moves toward 
credit expansion were not needed, for 
the excess reserves of the banks were 
enormous, sufficient to finance a bigger 
boom than this country had ever seen. 
The psychological effect, however, was 
undoubtedly important for the gesture 
indicated that the stimulation of busi- 
ness activity by almost any means 
would receive the benediction of the 
Government. 


A further move on the part of the 
Government, whose influence at the 
present time is largely psychological 
but nevertheless significant, was the 
passage of the “pump-priming” bill by 
Congress. While expenditures under 
this bill are being rushed, it seems 
likely that it will be late this fall or 


next winter before they will be fully 
effective. The fact that they are pend- 
ing, however, has influenced the think- 
ing of many people. 

There are several important causes 
for the upturn which are basically 
psychological. The fact that the stock 
market had reached a state of almost 
complete stagnation was an indication 
to many that change in trend in the 
market could not be far distant. From 
a technical standpoint, the movement 
might have been either up or down. 
However, it was noticeable, for several 
weeks, that volume increased with ris- 
ing prices and declined with falling 
prices, a good indication that the next 
movement would be upward. 


There was, too, a growing feeling of 
impatience on the part of many in- 
vestors who were holding cash on short- 
term Government securities over the 
lack or insignificance of the income 
they were receiving. As one broker ex- 
pressed it, his clients were getting 
“itchy” to obtain a greater income than 
was possible from such holdings. 

But, underlying these more super- 
ficial reasons for the upturn in stock 
prices and the increase in business ac- 
tivity are certain more basic causes, 
causes whose effects are not directly 
visible and which may not be felt for 
some time, but which exist nevertheless 
and which cannot be neglected in evalu- 
ating the present and probable future 
trends. 

In the first place, there has been no 
adequate activity in the durable goods 
industries for about ten years. A deficit 
has been accumulating which is a latent 
but powerful force. In spite of the 
various efforts of the Federal govern- 
ment to improve the housing situation, 
it is notorious that there is a serious 
lack of housing facilities in most parts 
of the country. Since the United States 
is typically a country of wooden dwell- 
ings, the physical depreciation is rapid, 
and renovations can, at best, prolong 
the life of such structures for but 
limited time. Building costs are too 
high, due largely to unreasonable de- 
mands on the part of labor, but in one 
way or another, the difficulties .which 
have hampered ‘new construction will 
be overcome for this is essential, Every 
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week, every month, brings us closer to 
the day when we shall see increased 
building of new dwellings. 

The need for new construction of pub- 
lic utilities, especially of electric power 
plants, has reached the point where it 
can no longer be much delayed. Sev- 
eral cases of serious interruptions of 
service because generators and _ lines 
would not carry the overload occurred 
in 1937. Practically no new construc- 
tion has been initiated during the past 
year; equipment is now one year older 
and by that much less adequate than 
it was. In several localities, additional 
facilities are imperative, if serious diffi- 
culties are to be avoided with the in- 
creased consumption of power which 
an upturn in business will produce. 

It is commonly thought that the coun- 
try is suffering from an excessive in- 
dustrial capacity. It must not be over- 
looked, however, that machinery usually 
rusts out just as quickly as it wears 
out; that obsolescence is quite as de- 
structive of economic utility of ma- 
chines as is wear and tear; and that, 
with changing processes, factory build- 
ings rapidly become inadequate. While 
the machine tool industry experienced 
an activity in 1936 and part of 1937 
which amounted almost to a boom, it 
is doubtful whether the needs developed 
during the immediately preceding years 
have yet been filled. 


The railroads are unquestionably in 
a parlous condition, although the up- 
turn in the prices of railroad securities, 
notably of the lower grade bonds, seems 
to indicate that their situation is not 


regarded as totally hopeless. In this 
connection, it is interesting to note that 
railroads in receivership are sometimes 
in a better position to make expendi- 
tures for upkeep and new equipment 
than are roads whose solvency is threat- 
ened. Receivers can disregard the de- 
mands of bondholders for the payment 
of interest and expend funds for op- 
erating and capital requirements of 
their properties. 

It must be granted that there are seri- 
ous impediments in way of supplying 
the needs of these several groups, and, 
m sd doing, increase the business ac- 
tivity of the country. High labor costs 
in the case of housing, high labor costs 


and limited credit—a restricted number 
of instances excepted—in the case of 
factory construction and modernization, 
fear of Government competition in, the 
case of public utilities, lack of credit 
in the case of the railroads, are all 
severe handicaps to new developments. 
The fact cannot be dodged, however, 
that these needs exist and are steadily 
growing more pressing. They may: be 
met through private initiative, by di- 
rect Government construction, or by 
Government subsidy or aid. There is 
no question but that it would be much 
more desirable from the standpoint of 
the country if these requirements were 
satisfied through private initiative, but, 
whatever means are employed, the re- 
sult will be increased business activity 
in many lines. 

There is still another underlying fac- 
tor of great importance for the future 
—the banking situation. We have seen 
during recent years a growth in deposits 
without a corresponding increase in 
loans. In recent months, deposits have 
increased out of proportion to loans 
and investments combined. Moreover, 
the excess reserves are far larger than 
are needed. They are adequate to sup- 
port a credit structure far larger than 
any heretofore seen in this country. The 
present trend seems very definitely in 
the direction of an even larger excess. 
Funds are available, therefore, to meet 
the capital requirements—both short 
and long term—for some time to come. 
They have been immobilized largely 
because of fear on the part of the de- 
positors of what the Federal govern- 
ment is likely to do. It is rash to at- 
tempt to forecast the ways and means 
by which this log jam of credit will be 
broken, but it is certain that the po- 
tentialities inherent in the large mass 
of unused deposits cannot help but have 
an influence on business. 


Inflation is a word with which to con- 
jure. To some inflation is a means to 
economic salvation; to others it repre- 
sents a hideous menace. There is no 
question but what, in the long run, it 
is harmful to the welfare of the country, 
but that over a short period it can be 
a very powerful stimulus to business ac- 
tivity. The New Deal has enacted a 
number of inflationary measures, but as 
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yet, the inflationary effects of these 
measures has been small. Inflation, 
however, has not disappeared; it is 
simply latent. The extent to which it 
is dormant can be measured in part by 
the low velocity of deposits. If the 
velocity were what it was in 1928, prices 
of all kinds would be higher and the 
volume of business would be much 
greater. The American public, at least 
that portion of it which largely con- 
trols the deposits, have feared inflation 
less than many other things. When the 
time comes that they become concerned 
about what inflation can do to them and 
seek to protect themselves by the use 
of their deposits in various ways, the 
velocity of deposits will certainly in- 
crease to a substantially higher rate 
than is now being experienced, and 
with this will higher prices and feverish 
business activity. Latent inflation, there- 
fore, is another of those powerful, but 
at present, indirect forces which is hav- 
ing its effect on business and which is 
a contributing factor to the recent up- 
turn in prices. 

To many it may seem that there exist 
many bearish factors to which no refer- 
ence has been made. That is quite true. 
Most of these bearish factors come un- 
der the general head of “political.” Ex- 
perience indicates that, however much 
political factors may temporarily domi- 
nate the economic situation, economic 
factors control in the long run. Po- 
litical factors.may influence to a con- 
siderable extent the “timing” of eco- 
nomic changes and accentuate both 
peaks and hollows, but they can do 
little to alter in a fundamental way 
basic economic trends. 

It would be foolish to blind one’s 
eyes to the unfavorable factors, but it 
likewise shows a lack of wisdom to hold 
those factors so close to the eyes that 
they obscure the more important favor- 
able factors which are a little further 
off. It is a sign of cultural immaturity 
to beat the national bass-drum about 
the size and importance of the country. 
At a time when the nation is just be- 
ginning to emerge from a wave of pes- 
simism which has been overwhelming it 


for months past, it may aid in getting 
a right perspective if we reread what 
the London “Daily Mail” said about 
the United States in January of this 
year: 

The United States contain 6 per cent. of 
the world’s area and 7 per cent. of its 
population. It normally consumes 48 per 
cent. of the world’s coffee, 53 per cent. of 
its tin, 56 per cent. of its rubber, 21 per 
cent. of its sugar, 72 per cent. of its silk, 
36 per cent. of its coal, 42 per cent. of its 
pig-iron, 47 per cent. of its copper and 69 
per cent. of its crude petroleum. 

The United States operates 60 per cent. 
of the world’s telephone and telegraph fa- 
cilities, owns 80 per cent. of the motor cars 
in use, operates 33 per cent. of the rail- 
roads. It produces 70 per cent. of the oil, 
60 per cent. of the wheat and cotton, 50 
per cent. of the copper and pig-iron, and 
40 per cent. of the lead and coal output 
of the globe. 

The United States possess almost $11,- 
000,000,000 in gold, or nearly half of the 
world’s monetary metal. It has two-thirds 
of civilization’s banking resources. The pur- 
chasing power of the population is greater 
than that of the 500,000,000 people in Europe 
and much larger than that of more than a 
billion Asiatics. 


These powerful forces are constantly 
at work on the top side. They may be 
temporarily overcome by other forces 
exerted in the opposite direction, but 
as soon as such downward forces are 
relaxed, they make themselves felt. 

It is very difficult to say just what 
caused the upturn in the stock market 
at the particular moment when it took 
place. The reasons which caused the 
shift in trend at the precise moment 
when it occurred are probably minor 
in importance and not of great signifi- 
cance. The really important point to 
note is that there were sound economic 
causes underlying the upturn in stock 
prices, that the weight of the evidence 
indicates that an improvement in busi- 
ness was actually under way and that 
forces exist which are likely to cause 
the present movement to continue for 
the present. It is still too early to at- 
tempt to forecast the duration of the 
new trend, but it seems reasonable to 
suppose that the depression. of the past 
year has been broken and that better 
times lie immediately ahead. 
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The banks and monopoly 


Banks are urged to consider the capital 
needs of the smaller corporations 


N_ investigation of monopolistic 
tendencies in the United States 
will get under way soon. Every- 

thing which smacks of a monopolistic 
tendency, will be aired. 

The investigation will, however, not 
produce much that is not already 
known. No investigation ever does. An 
investigation serves the purpose of 
proving or confirming the preconcep- 
tions which gave rise to it. The atmos- 
phere which is created is then used as 
a setting for enacting legislation to cor- 
rect or regulate the problems which 
gave rise to the investigation. 

The monopoly study is no exception. 
The problem has been with us for a 
long time. Originally the idea pre- 
vailed that monopolies should be 
broken up into small units so that a 
more perfect competition might pre- 
vail. The Sherman Act, conceived in 
the spirit of J. B. Clarke’s theory of 
competition, gave rise to the great 
“trust busting” fervor of Theodore 
Roosevelt. In time, however, the 
theories of competition changed. 
Whereas under the theory of perfect 
competition held by J. B. Clark, the 
lowest price was supposed to result, it 
was found in practice that this was not 
true, there being scarcely an area in 
which perfect competition existed. The 
so-called “rule of reason” enunciated 
by the Supreme Court in 1911 in the 
Standard Oil Company and American 
Tobacco Company cases was further ex- 
panded under the Federal Trade Com- 
mission to embody the idea of “co- 
operative competition,” “fair trade 
practices,” etc. 

Out of this has grown a new set of 
preconceptions which involve the regu- 
lation of monopolies in the area of 

1. Trade practices. 

2. Price. | 
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3. Wage and production standards. 

4, Earnings. 

5. Size. 

The monopoly study will undertake 
to prove that 


1. There exists a tendency toward mo- 
nopoly in the vehicle of the holding com- 
pany. 

2. The differential advantage gained by 
large organizations and large aggregations 


The author of this article has 
also written ‘‘Arbitrage in Secu- 
rities’?’ (New York: Harper & 
Bros., 1931) and ‘‘The Real 
Boom in the Stock Market Is 
Here’’ (New York: Financial In- 
formation Co., 1936). 


of capital in its command over credit con- 
stitutes an aggravation of the tendency to- 
ward monopoly. 

3. “Co-operative competition” introduces 
price fixing and trade restraints, which tend 
to redound to the benefit of the large ag- 
gregations of capital. 

4. That the tendency is for an ever widen- 
ing disparity between the big corporation 
and the small corporation, because the big 
corporation has easy access to capital mar- 
kets, can mould public sentiment through 
large-scale advertising, and can attract to 
itself an increasing proportion of the coun- 
try’s business. 

5. That there is a concentration of con- 
trol of the leading corporations in the hands 
of a relatively few people who thereby gain 
and/or maintain a disproportionate influ- 
ence over the economic life of the country. 


That these preconceptions exist in the 
“Administration mind” can be gauged 
from public statements made by vari- 
ous persons high in Administration 
circles: 

Commissioner J. Frank of the S. E. C. 
wants to preserve the United States as 
the great land of opportunity. Under- 
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Secretary of the Treasury Hanes has in 
mind an “Industrial Bank.” Jesse 
Jones calls upon the banks to lend with 
the threat that if banks don’t do the 
job the government will. Mr. Jones, 
incidentally, is confusing the short-term 
credit lending by banks with the term 
“investment.” 

Assistant Secretary of State A. A. 
Berle, in a speech to the graduating 
class at Columbia University pointed 
to the improbability of reducing the 
participation of Government in_busi- 
ness. He also hinted that control of 
large scale industries for price limita- 
tion and for standards of labor and 
production was a realistic approach. 

Suggestions have seeped through on 
a number of occasions that all holding 
companies are considered bad and 
should be curbed. It may be well to 
note in this connection that it is pos- 
sible for the Government to use its tax- 
ing power to make it unprofitable for 
holding companies to exist. 

Everyone will probably agree that it 
is most desirable to maintain as great 
a degree of opportunity as possible in 
this country 
stratification of society which has pro- 
duced the “isms” of the old world. The 
longer fluidity is maintained in Ameri- 
can life, the greater are the chances of 
perpetuating the American brand of 
democracy. The gradual submerging of 
the small business man and white col- 
lar class into the laboring groups is a 
trend to be deplored, because, in the 
process of squeezing down the middle 
class, the disparity between the capital 
controlling group and the wage earn- 
ers has widened immensely. 


Graphically the process which has 
been going on is portrayed in the ac- 
companying chart. While the capital- 
controlling group has probably re- 
mained stationary, or at least has 
increased very little, the wage earning 
group has been increasing steadily at 
the expense of the middle class. The 
wage earning classes now number over 
51 per cent. of the population, a fact 
which accounts in large part for the 
popularity of the New Deal. 

How does this concern the bankers? 

For the most part the growth of the 
banks in this country parallels the in- 
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in order to avoid the, 


dustrial growth of the country. The 
bankers sought out the successful busi- 
ness enterprise and sought to expand 
their facilities in keeping with their 
clients’ standards of greatness. Banks 
also merged and combined until the 
principal banks in a few leading cities 
of the United States can be said to ex- 
ercise a tremendous influence over the 
banking business of the entire country. 

This is not a criticism of the bank- 
ers. The tendency toward bigness in 
everything demanded that the banks fol- 
low along and provide the magnitude of 
services which gigantic industries re- 
quired both in the depositary and un- 
derwriting fields. The banks were not 
loath to do so, because nothing could 
be more attractive than profitable, sol- 
vent, borrowers. 

By concentrating their attention on 
the large successful enterprise, the 
bankers have had a hand indirectly in 
widening the disparity between the 
large and the small corporation. This 
process is still going on. It is easier 
to float the obligations of large cor- 
porations than those of small ones. It 
is much less trouble and less expensive 
to extend credit to a few large corpora- 
tions than to hundreds of small ones. 
There is also less risk involved. But 
for the country several very knotty 
problems are presented for solution. 


1. How can industry be made fluid with- 
out a continued expansion of the large mass 
production industries? 

2. How can a decentralization of the util- 
ization of credit be effected so as to make 
it available to the smaller corporations with- 
out undue cost? 


The monopoly study, being staged 
under the direction of men leaning pre- 
ponderantly in the direction of more 
regulation of business by Government, 
must naturally prefer to seek the solu- 
tion in terms of what Professor Berle 
considers the “realistic approach.” But 
what new problems would such a reso- 
lution of this problem create? What 
standard of price regulation can be set 
up which would be fair? And to whom 
is it supposed to be fair? If the price 
is fixed on the basis of the most effi- 
cient producer, the smaller and less eff- 
cient producers would be legislated out 
of business. Therefore, the price must 
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1928 1938 


—Capitalist 
Group 


—Middle Class 


—Wage-earners 


The basis for the above rough graph are classifications appearing in A. N. Holcombe’s 
“The New Party Politics,’ N. Y., W. W. Norton & Co., 1933, and Leo Hausleiter’s “The 
Machine Unchained,” N. Y., D. Appleton-Century Co., Inc., 1933. 

The studies indicate that the wage earning classes have risen above 51% of the total 


population. 


The pure capitalistic type is estimated at about 2% of the population with 


the remainder representing landlords, workers with special skills, professional people, the 


smaller business men, etc. 


be high enough for the inefficient pro- 


ducer to live. This would give a tre- 
‘mendous increase in profits to the effi- 
cient producer, out of which it is 
assumed “standards” of labor and pro- 
duction would be created. But on the 
other hand what troubles would this 
create among labor employed in the less 
efficient organizations which would by 
comparison feel itself exploited? As- 
suming no undue advantage to labor 
in the efficient organizations, then there 
would result an area for further regu- 
lation, namely,—the large profits, which 
could be taxed heavily. 

In this process what would happen 
to the mass production industries? 
Could they continue to live? Would 
they attract investment? Or, would the 
experience of the over-regulation of the 
railroads cause an exodus of investors 
from the regulated mass production in- 
dustries? Already the incidence of 
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taxation by Government and the rapid 
rise in labor costs has caused numer- 
ous individuals to go into premature 
retirement because, for them, the con- 
tinued employment of their capital and 
their services has proved unattractive. 
In large part the present depression 
was caused by the operation of this 
subtle force what was not comprehended 
until it was too late to arrest it. Isn’t 
it likely that regulation would further 
aggravate the tendency to “shelve” 
dynamic individuals too soon for the 
good of our economy? 

Events are shaping a new program 
of reform on this new plane, but if 
the “investigators” in the field of 
monopolistic tendencies desire to curb 
the monopolistic tendencies of the mass 
production industries or the closely 
harmonized or integrated groups of in- 
dustries, Commissioner Hanes’ “Indus- 
trial Bank” will probably emerge as a 
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new lending institution geared to the 
needs of the small corporation for 
credit and capital. 

There are plenty of small corpora- 
tions which would relish the prospect 
of improving their competitive position 
during a depression by installing new 
machinery to increase the productivity 
of their employees; by increasing their 
plant facilities to be in a position to 
attract a larger share of the trade which 
an up-swing in business usually creates. 
These corporations are at present pre- 
cluded from doing so because they can- 
not obtain loans for the purpose, and 
with the prostration of the capital mar- 
kets, they are unable to sell their secu- 


The opening up of the capital mar- 
kets to the small business units, which 
are potential subjects for expansion, 
would also tend to improve the com- 
mand of these units over credit, thereby 
narrowing the disparity which now ex- 
ists between the big and small corpora- 
tion. 

A third and indirect benefit might re- 
sult, in that a vigorous and determined 
approach to the problem by private 
enterprise and organizing genius, would 
make it less imperative for Government 
to do something about it. 

It might be worth-while to experi- 
ment with the issuance of collateral 
securities in which more than one cor- 


“Without waiting for the monopoly study to publicize data 
which is fairly well known already, the bankers and the owners of 
private capital can render a great service to the country at large 
by taking up the problem of the small corporation and seeking a 
way to narrow the disparity which exists between the large and the 
small units of industry.” 


rities, even if they were willing to do 
so at the huge costs which are entailed 
in floating the securities of the small 
corporation. 

With Government aid, an effective 
source of “competition” could be 
created for the large corporations. It 
would be far better to leave the mass 
production industries undisturbed and 
to concentrate on a means for improv- 
ing the competitive position of the 
smaller units of industry. 

Without waiting for the monopoly 
study to publicize data which is fairly 
well known already, the bankers and 
the owners of private capital can ren- 
der a great service to the country at 
large by taking up the problem of the 
small corporation and seeking a way 
to narrow the disparity which exists be- 
tween the large and the small units of 
industry. By so doing, a way may be 
found to provide for the more uniform 
flow of investment into capital goods as 
a means of levelling off the fluctuations 
of business. 


poration would share, so that the new 
securities would be released in large 
enough volume and under such condi- 
tions as would make them more attrac- 
tive to investors than the securities of 
any one of the individual corporations. 
Another plan might be the creation of 
“underwriting trusts” which would sell 
their own securities to investors and 
would place their earnings assets in the 
securities of small corporations which 
could be made to measure up to some 
sort of standard of efficient operation 
and expected growth. 

The development of a trend toward 
the equalization of the opportunities for 
the small corporation with that of the 
large business organization would un- 
doubtedly cause the inauguration of a 
long period of prosperity in which the 
spirit of initiative and optimism which 
built this country would open up new 
opportunities for many useful, vigorous 
people whose present outlook is drab. 
It is worth a trial. 
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BRAZIL... 


Some characteristics of our big southern neighbor 


This is the first of a series of articles on Brazil, the others to appear in succeeding 
numbers of THe Banxers MAGaAzine. 

Those who may long for “the great open spaces,” will find Brazil an interesting 
country, for with the exceptions of China, Russia and Canada, it contains within its own 
borders a larger extent of territory than any other country. It also has the greatest 
river in the world—the Amazon—navigable by ocean-going vessels for a distance of 2300 
miles. 

The history of the country goes back to the year 1500, when it was discovered by 
Pedro Alvares Cabral, a Portuguese navigator. A governor was appointed in 1549, and 
in 1640 Brazil became a viceroyalty, with Rio de Janeiro as the capital. When Napoleon 
invaded Spain and Portugal, the ruler of the latter country, King John, retired to Brazil. 
Returning to Portugal, King John left his son Dom Pedro as regent. In 1822! the latter 
proclaimed the country’s independence, and was crowned on October 12, 1822, as Em- 
peror. He reigned for nine years, when he abdicated in favor of his son, who ruled 
under a regency until 1840, when he became Emperor and reigned until 1889, when by 
a peaceful revolution the country became a republic. 

Because of its size, and its many interesting features—variety of products, immense 
forests, the picturesque harbor and surpassingly beautiful city of Rio de Janeirc—as 
well as for the progress taking place in many lines of development, both material and 
cultural, Brazil is worthy of especial attention and study, and of a personal visit by 













T is related that an American in 

Paris asked to be directed to the 

Embassy of the United States. Fol- 
lowing the directions given him, he 
found himself in the Embassy of Brazil, 
which merely illustrates the fact that 
the term “United States” is not re- 
stricted to the United States of North 
America. 


Brazil’s Bigness 


Perhaps the importance of mere size, 
as generally applied, has been much 
exaggerated. But it is of importance as 
respects a country, for in this instance 
bigness carries with it varieties of soil, 
climate and resources. 

The territorial extent of the country 
is greater than that of the continental 
United States. Excluding from other 
countries their colonies and outside 
possessions, Brazil ranks fourth among 
the nations of the earth in respect to 
size. This vast extent of territory, with 
a coast line of 3577 miles, and with 
varying altitudes, naturally affords 
widely-differing varieties of climate. 
While the general climatic conditions 
are classified as “equatorial,” “sub- 
tropical” and “temperate,” there- is 
found within each of these classifica- 
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those seeking one of the surprisingly interesting countries of the world.—Eprror. 


tions considerable variations, depend- 
ing upon the altitude. Not only does 
this variation in climatic conditions 
afford favorable living conditions to dif- 
ferent races, but it also makes possible 
the production of a wide variety of 
food and other products essential to 
human existence. 

Thus Brazil, still sparsely populated 
as compared with many other countries, 
offers abundant opportunities of further 
development. 


Growth in Population 


Since 1872 the population of Brazil 
has trebled, and from 1890 to 1920 it 
doubled, increasing from 14,333,915 in 
1890 to 30,635,605 in 1920. By 1936 
it was estimated that the number of 
the country’s inhabitants had grown to 
42,395,151. Among the chief cities 
are: Rio de Janeiro, with a population 
of 1,756,080; Saé Paulo, 1,167,862; 
Recife, 491,078; Sad Salvador, 369,692; 
Porte Alegre, 336,504; Belem, 298,340. 
(Estimated, 1936.) 

Immigration into Brazil, which was 
at the rate of 1,187,140 from 1887 to 
1896, had declined to 565,081 in the 
period 1927 to 1936. In the fifty-year 
period (1887 to 1936) the leading 
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classifications by nationalities were: 
Italians, 1,353,734; Portuguese, 1,147,- 
841; Spaniards, 576,825; Germans, 
154,999; Japanese, 177,304. Of the lat- 
ter, 127,628 came in the period 1927 
to 1936. 


Leading Products 


Agriculture, cattle raising and related 
rural industries, account for the major 
part of the country’s production. A 
survey made in 1920 estimated the 
number engaged in these occupations at 
8,860,000, out of a total of 11,888,000. 
And in 1936 the volume of production 
in these lines was: agriculture, 19,170,- 
000 tons; forest, 544,000 tons; mineral, 
1,744,000 tons. 

Coffee still holds its leading place 
in the country’s products, notwithstand- 
ing the growth of other lines. Out of a 
total of 4,878,066,000 coffee trees in the 
world, Brazil has 3,017,234,000, pro- 
ducing annually more than 25,000,000 
bags, or over 67 per cent. of the world’s 
production. This industry is chiefly 
centered in the State of Sao Paulo, 
which has 1,609,000,000 plants, or 
about 40 per cent. of the cultivated 
plants in the country. For some years 
the Government tried various plans for 
stabilizing the production of this plant, 
but lately has been more concerned for 
improving the quality of the product 
and facilitating its exportation. 

Rubber is obtained from trees cover- 
ing an area of over 1,000,000 square 
miles, and while the production de- 
clined from 245,560 hundred weight in 
1928 to 65,500 hundred weight in 1932, 
since that date it has been increasing 
and reached some 200,000 hundred 
weight in 1936. Exportation, which 
had fallen as low as 6220 tons in 1932, 
had risen to 13,247 tons in 1936. By 
improved methods of production and 
better organization, the future of the 
Brazilian rubber industry is considered 
as far more satisfactory than it has 
been for several years. 

Perhaps the one product of Brazil 
that is of especial interest to the United 
States of America is cotton, for it comes 
into direct competition with that of the 
latter country. 

“The best proof of the progress in 
the cotton industry of Brazil is evident 
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from the export statistics, which show 
that from 515 tons valued at £25,000 
sterling in 1932, the exports rose to 
200,313 tons at a value of £7,612,000 
in 1936. In the first of the above-men- 
tioned years, cotton figured nineteenth 
in the class of vegetable products ex- 
ported by Brazil, and at the present 
time it holds second place in the list 
of general exports, appearing imme- 
diately after coffee. These are unmis- 
takable signs indicating the result of 
well-directed work in an atmosphere 
definitely favorable. Cotton sustains 
the greatest industry in the country— 
cotton manufactured goods. The 352 
factories now in operation are giving 
employment to about 124,000 work- 
ers.”* 

It is further estimated that the pro- 
duction of raw cotton and its manufac- 
ture now give work to more than 
6,000,000 people—nearly 15 per cent. 
of the whole population of Brazil. 

The agricultural products of the 
country are so many that their mere 
enumeration would occupy considerable 
space. Maize, or Indian corn, is grown 
in sufficient quantity to afford a large 
volume for export; but on the other 
hand, wheat must be imported. Rice 
and sugar are other important export 
products. Tobacco is also produced to 
supply both domestic consumption and 
to allow for a substantial exportation. 
There is also tea, not of the ordinary 
variety, although that is cultivated to 
some extent, but a native plant known 
as matte, a Brazilian tea. It is said to 
be “extremely nourishing and invalu- 
able to those suffering from physical or 
mental strain.” 

Brazil was once referred to in a 
popular play as “the country the nuts 
came from.” Although the exportation 
of this valuable product has declined 
somewhat from the high point recorded 
in 1926, in the years 1934, 1935 and 
1936 substantial gains were made, the 
value in pounds sterling rising from 
£379,887 in 1934 to £708,000 in 1936. 

There is another nut, less well-known, 
but regarded as one of the great natural 
resources of the country. It is obtained 
from the babassi palm tree, which 


*Brazil 1937; Ministry of Foreign Affairs. 
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grows in various parts of the country. 
The nut constitutes a valuable raw ma- 
terial for the manufacture of soap, oil, 
lubricant and edible fat. The shells 
of these nuts supply a vegetable fuel, 
containing about 91 per cent. of car- 
bon, and burning without smoke. 
Besides the agricultural products of 
Brazil, practically all kinds of tropical 
fruits are grown in great abundance. 
Allied to agriculture is the vast 
cattle-raising industry. According to 
late calculations, the number of cattle 
in the country comprised 94,298,000 
head, which compared with 70,579,000 
as reported in the census of 1920. Ex- 
portation of meat and other animal 


in the period indicated, by 212 per 
cent. But the greatest gain has been 
in the textile industries, which are re- 
ported as running at capacity, and with 
two shifts of operators. The manufac- 
ture of paper and of various chemical 
products is also showing a noted in- 
crease. Manufacture of rubber goods 
is being carried on in some forty or 
more factories. 


Transportation Si bsk 


From the inception of railway build- 
ing in 1854, construction has steadily 
grown. The mileage of the railways: 
increased from 17,242 kilometers in 


“Perhaps the one product of Brazil that is of especial interest to 
the United States of America is cotton, for it comes into direct 


competition with that of the latter country. 


The produc- 


tion of raw cotton and its manufacture now give work to more than 
6,000,000 people—nearly 15 per cent. of the whole population of 


Brazil.” 


products constitutes an important 
source of the’ country’s revenue. 


Mineral Production 


Brazil produces from her mines some 
thirty-six different minerals, and it is 
believed that recent improvement of the 
laws relating to the exploration and 
operation of mines will greatly acceler- 
ate this line of production. Measured 
in percentages, gold accounts for 44 
per cent. of the country’s mineral out- 
put, iron 22 per cent., cement 16 per 
cent., and coal 10 per cent. From 1926 
the production of coal increased from 
356,181 tons to 650,146 tons in 1936. 


Industry 


Although, as already _ indicated, 
Brazil is preéminently an agricultural 
country, statistics show that rapid 
progress is being made in certain lines 
of manufacturing. For example, in 
1920 there were 13,305 industrial or- 
ganizations operating, and by 1935 the 
number had grown to 30,000. Electrical 
concerns in operation have increased, 
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1906 to 34,300 kilometers in 1936. As 
of July, 1936, there were 5555 pas- 
senger cars and 68,676 other cars. 
Because of the uneven surface of 
much of the country, road construction 
in Brazil has been difficult, but this ob- 
stacle has been largely overcome by the 
development of aviation. The number 
of passengers carried increased from 
12,750 in 1933 to 35,190 in 1936. 


Brazil’s Foreign Trade 


Although Brazil has been for a long 
time a country whose imports have 
largely exceeded the exports, the per- 
centage of imports is now much lower 
in comparison with exports than for 
some years past. Stated in percentage 
values, the imports exceeded exports by 
81 per cent., five-year average, 1916-20. 
From 1921 to 1925 this average de- 
clined to 78.4 per cent., but for the 
five years 1926 to 1930 it rose to 88 
per cent. In the five-year period from 
1931 to 1935 the average had fallen 
to 54.7 per cent. 

The principal foreign trade of the 
country is with Europe, that part of the 
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world taking, in 1936, exports to the 
value of £18,833,371, and accounting 
for £15,512,031 of Brazil’s imports. In 
the same year trade with South Ameri- 
can countries was valued at £2,498,407 
exports and £5,496,442 imports. Of 
the. trade with South American coun- 
tries, the largest share went to Argen- 
tina. That country, in 1936, took ex- 
ports from Brazil of the value of 
£1,586,575, and Brazil imported com- 
modities from the Argentine of a value 
of £4,941,296. Of the European coun- 
tries, Germany led in trade with Brazil 
in 1936, taking exports to the value of 
£5,166,821, and Brazil importing from 
Germany commodities to the value of 
£7,065,140. Next came Great Britain, 
which country, in 1936, accounted for 
Brazil’s exports to the value of £4,662,- 
010, while Brazil imported goods to the 
value of £3,385,353 from that quarter 
of the world. But in its total trade 
Brazil’s largest figures belong to the 
United States of America. Thus, in 
1936, the exports of Brazil to this coun- 
try were of the value of £15,179,790 
and imports from the United States of 
the value of £6,651,129. Prior to 1930 
both exports and imports were several 
times higher, but with the balance of 
Brazilian exports to the United States 
always heavily in favor of Brazil. 
American exports of passenger auto- 
mobiles to Brazil, in 1936, numbered 
8767, against 1084 from Germany, 21 
from Great Britain and 43 from Italy. 


The Country’s Finances 


Based on the actual results of 1936, 
the fiscal outlook for Brazil is consid- 
ered favorable. In that year the reve- 
nue was estimated at 2,537,576 contos 
(1000) of reis, while the amount real- 
ized was 3,127,459 contos, an excess of 
589,883 contos. But, in the year named, 
the expenditures reached 3,226,080 
contos, in accordance with authorized 
extra budget credits. The proposed es- 
timate for 1938 included expenditures 
of 3,875,227 contos, compared with 
3,587,443 contos for 1937. Revenues 
for 1938 were estimated as amounting 
to 3,823,623 contos. 

Recent tendencies in the foreign trade 
of Brazil are in the direction of an in- 
crease of exports, the volume of exports 
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in 1936 being the largest within ten 
years, and exceeding the value of im- 
ports by more than £9,000,000 sterling. 
With the continuance of this favorable 
condition in its international trade the 
ability of the country to meet its in- 
debtedness to the outside world is 
greatly increased. The external debt 
has remained practically at a station- 
ary level since 1929, the amount in that 
year (including the Union, states and 
municipalities) having been £152,176,- 
020, and £157,921,736. This last figure 
representing a slight decrease of the 
external debt as reported in each of the 
preceding three years. 

Owing to the stoppage of the flow of 
foreign capital into Brazil in 1931, ex- 
change difficulties developed at the end 
of 1934, which led to certain arrange- 
ments with the country’s foreign 
creditors. Since 1934 the remittances 
made on account of the foreign debt 
have shown a substantial increase. 


« Banking 


Brazil is well served by its banks 
under the leadership of the Bank of 
Brazil. In recent years banking loans 
have been increasing, arfd the increase 
was at a much greater rate in 1936 
than for the years immediately preced- 
ing. 

[The Brazilian banks will be made 
the subject of special treatment in a 
later article-—Eniror. | 


Education and Culture 


Having said something about the size 
of Brazil, the material resources and 
trade of the country, it remains to speak 
of something of equal or perhaps 
greater importance—education and cul- 
ture. 

As regards the relations between the 
United States of America and the South 
American republics, it is quite probable 
that too much has been said about trade 
and not enough about other matters of 
equal concern. The scenery of Brazil 
must be entrancing. With the largest 
river in the world, with one of the 
earth’s most beautiful harbors, and with 
the immense extent of the country, sup- 
plying wide varieties of flora and fauna, 
the lover of scenery and the naturalist 
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will find here an unlimited field for re- 
search or repose. 

But beyond all these attractions, it 
is to be remembered that the civiliza- 
tion of Brazil dates back for several 
centuries, and while stemming from 
European traditions, it has developed 
a culture of its own, though still ad- 
hering to the language of the mother 
country, Portugal. 

Education is considered of such im- 
portance that it is provided for in the 
Constitution of Brazil. Article 148 of 
this document says: “It is the duty of 
the Union, the states and the municipal- 
ities to favor and encourage the de- 
velopment of the sciences, the arts, lit- 
erature and culture in general, to 
preserve objects of historical interest, 
and the artistic patrimony of the coun- 
try, as well as lend assistance to the 
intellectual worker.” And article 149 
adds: “Education is a universal right 
and should be administered by families 
and by public authorities, it being in- 
cumbent on the latter to offer it to 
Brazilians and to foreigners living in 
the country, thus enabling them to be- 
come efficient factors in the moral and 
economic life of the nation, developing 
in the Brazilian spirit a consciousness 
of human solidarity.” 

In obedience to these provisions of 
the constitution, numerous schools, col- 
leges and universities have been estab- 
lished, embracing all branches of learn- 
ing, common, scientific, technical and 
purely cultural. These institutions are 
adequately staffed and well attended. 
Over 1200 libraries, with some 5,000,- 
000 volumes, afford means of supple- 
menting the work of the country’s edu- 
cational institutions. Medical and 
sanitary education and assistance are 
provided, under the direction of the 
Ministry of Education and Public 
Health. 


[Later articles will deal with “Com- 


‘mercial Relations Between Brazil and 


the United States of America,” “Brazil’s 
Attractions for Tourists,” and “Banking 
in Brazil.”—Ebrror. | 
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NEW EXPERIMENTS WITH 
FINANCE AND ECONOMICS 


PRESIDENT RoosEvELT of the United 
States of America has tried on his coun- 
try since 1933 certain new experiments 
with finance and economics. His tim- 
ing machine somehow got out of gear 
last year and resulted in great trade 
depression in America. He has recently 
announced a new start with experiments 
and they will doubtless lead to the same 
result as the previous ones, even if 
operating as a temporary tonic. . .. The 
speeches and actions of President 
Roosevelt show that, he has some very 
unsound ideas in his head. One of his 
panaceas for trade depression is to in- 
crease wages and prices. He seems to 
forget that between the wage earner 
and the ultimate consumer there come 
the wholesale distributor and retailer 
whose gross profits are usually a per- 
centage of buying prices. Therefore, 
labor (as a whole and not particular 
sections) is often a net loser by an in- 
crease in money wages when the cost 
of living increases more rapidly than 
wages. With increasing efficiency of 
production, that is to say with increas- 
ing output per unit of labor, per unit 
of time, selling prices may remain un- 
changed, or even be reduced, with in- 
creasing wage rates. The choice ever 
before labor is whether to take the due 
reward for increased efficiency in the 
form of increased money wages or re- 
duction of working hours or a blend of 
both.—A. H. Gibson in London Bank- 


ers Magazine. 
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The new building of the Banco 
Popular de Puerto Rico 


OTH from an architectural and en- 
gineering standpoint the new 
building of this bank is not only 
completely modern, but it has the 
added distinction of being the largest 
structure of its kind in the West Indies. 
The building, which rises to a height 
of eleven stories, has an ideal setting, 
giving its occupants an unobstructed 


New Bank and Office Building of 
the Banco Popular de Puerto Rico, 
San Juan. 


view of San Juan Bay, with mountains 
in the background. From the stand- 
point of convenience, also, the new 
building is advantageously situated, ad- 
jacent to the main business district, 
which includes the general postoffice 
and the custom house. 


Nore.—The new building of the Banco 
Popular de Puerto Rico was designed and 
its construction supervised by Messrs. 
Hoggson Brothers, Inc.. New York, who 
have done similar work for a number of the 
leading banks of the United States. 


Built of reinforced concrete, the 
structure was designed to withstand a 
wind pressure of more than one hun- 
dred and fifty miles an hour, and spe- 
cial reinforcement also renders the 
building earthquake proof. Fireproof- 
ing throughout is an additional element 
of safety. The elevators that have been 
installed offer the latest requirements 
for both speed and safety. They are 
equipped with full automatic signal 
controls, similar to those in the highest 
buildings. Each floor is supplied with 
mail chutes for the convenience of oc- 
cupants of the offices. 

Air conditioning is provided through- 
out the building, insuring pure and de- 
humidified air at an even temperature, 
both day and night. 

Outside windows and doors are air- 
tight, protecting the occupants of the 
building from dust and noise. Windows 
and outside doors are of heavy metal, 
properly treated against corrosion. En- 
trance doors and elevator doors are 
bronze, and all interior doors of solid 
mahogany. 

The building has an independent 
source of water supply, and all floors 
are provided with ample sanitary ac- 
commodations of the most modern type. 
Floors are of mosaic tile, the walls 
glazed tile, and the partitions white 
marble with chromium trimmings and 
hardware. 

The bank occupies the entire main 
floor and mezzanine, as well as part of 
the basement. Above are the ten floors 
available for offices. 


The Main Banking Room 


The main banking room is entered 
through a spacious marble lobby which 
serves the building elevators as well as 
the bank. At the end of the room, seen 
upon entering, is a huge stained glass 
window embodying the seal of Puerto 
Rico which is also the seal of Banco 
Popular de Puerto Rico, also smaller 
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coats of arms of Columbus, Ponce de 
Leon and other important figures in 
Puerto Rican history. 

The banking quarters are completely 
modern in design and appointments 
and are laid out to accommodate the 
latest mechanical accounting devices; 
and a Telautograph system provides 
communication between the tellers and 
the bookkeeping department on another 
floor. 

In the middle of the public space is 
a check-desk of unusual design to serve 
not only the usual check-desk purposes 
but also to exhaust the conditioned air 
as well. 

In keeping with the most advanced 
modern illumination principles, the 
lighting is all indirect, eliminating 
glare; and the lighting fixtures have 
been arranged to serve in supplying 
conditioned air also. 

The acoustics of the room have been 
carefully studied from an engineering 
point of view and the ceilings treated 
with a special acoustical plaster to in- 
sure quietness. 

An unusual feature of the banking 
quarters is a miniature banking room 
set aside from the large banking quar- 
ters for the accommodation of ladies, 
as Puerto Rican sefioras and senoritas 
object to transacting business in the 
same room with men. 


Financing of the Building 


To provide for the construction of 
the building, a new corporation was 
created by directors of the bank, inde- 
pendent from the bank itself. The bank 
entered into a contract with the cor- 
poration to lease the building at a fixed 
yearly rental, with an option to buy 
the building for an amount not above 
its actual cost. Should the bank choose 
to exercise this right, amounts paid for 
rent will be considered as part pay- 
ment on the purchase price, the Realty 
Corporation retaining only a small 
amount to cover interest on the invest- 
ment. Thus the bank will eventually 
become the owner of the property. with- 
out in the meantime incurring any ob- 
ligation other than paying rent for the 
whole building. It is expected that the 
Income from the upper floors will offset 
the amount paid by the bank for rent. 


Organization and Progress of the 
Bank 


The Banco Popular de Puerto Rico 
was organized in 1893 with an original 
capital of 5000 Spanish pesos (about 
$3000). In 1895 the capital was in- 
creased to 9500 pesos, and to 30,000 
pesos in 1897. The island coming un- 
der the American flag in 1928; the capi- 


Entrance to the new Bank and Office 
Building of the Banco Popular de 
Puerto Rico, San Juan. 


tal was converted into $18,000. Since 
then the bank has grown to its present 
position. 

From its growth in capital and re- 
sources, and the very satisfactory divi- 
dend record, it will be seen that the 
Banco Popular has made great progress, 
and it is not only reasonable to expect 
that this rate of progress will be in- 
creased by the facilities and conven- 
iences afforded by the new building. 


Growtn or Pam mw Caprran 


1893 
1896 
1897 “ “ 
1899 Dollars 
1911 7 
1920 

1924 

1932 

1933 

1934 

1937 


Spanish. pesos 
* . 9,500.00 


5,000.00 


18,000.00 

50,000.00 
100,000.00 
200,000.00 
250,000.00 
500,000.00 
750,000.00 
900,000.00 


THE BANKERS MAGAZINE for August, 1938 





Diviwenns Pam SrockHoupers YEARLY 
Wrrnovt InrTerrvptTion 


Per Cent. of Per Cent. of 
Year Dividends Year Dividends 
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(a) in stock. 

(b) 3 per cent. in cash and 25 per 
in stock. 

(c) 10 per eent. in cash and 10 per 
in stock, #° 


During its first years, the institution 
was operated chiefly as a savings and 
loan organization, but in 1925 it en- 
tered the commercial and general bank- 


ing field. Besides the main office at 
San Juan, the capital city, branches and 
correspondents are maintained through- 


out the island. 


Torat Resources Last Twenty-Five Years 


1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 


295,876.96 
$22,863.01 
409,403.20 
439,069.78 
590,675.62 
782,831.10 
1,103,147.53 
974,622.06 
836,065.47 
1,000,132.13 
1,099,759.88 
1,073,240.37 
1,166,609.32 
1,381,895.79 
1,421,307.05 
1,371,908.71 
1,700,937.89 
2,419,298.81 
2,409,039.54 
2,498,966.97 
3,099,783.69 
5,488,947.81 
5,513,236.43 
8,821,032.34 


1938 (April 11) 10,947,597.35 

The Banco Popular has the distinc- 
tion of being the oldest bank in Puerte 
Rico, and is also distinguished by hav- 
ing successfully withstood the shocks 
of the depression. 


WHERE ARE THE GAINS FROM DEVALUATION? 


In the tenth year since France 
formally accepted the policy of mone- 
tary devaluation, the seventh since 
Great Britain yielded, and the fifth 
since the United States gave way—with 
all currencies of the world now scaled 
down, gold production increasing 
rapidly and gold reserves up 100 per 
cent. since 1931—surely it is in order 
to ask, how much the situation has been 
eased by cheaper money? 

Money is so plentiful in the chief 
markets as to be practically unlendable, 
but the state of industry, trade and em- 
ployment is far from satisfactory. Even 
the commodity price level, chief subject 


of solicitude five years ago, is slumping 
badly. Clearly, something is wrong in 
trade, but devaluation is not a remedy. 

The gold standard had its origin in 
barter—the giving of one service for 
another, and the barter principle is the 
basis of all sound trade today, but ob- 
scured by a fantastic idea that “money” 
is the source of purchasing power. 
Money is a facility of trade, but the 
only real purchasing power in _ the 
markets consists of the good and serv- 
ices being exchanged. Unless they pay 
for each other, trade stops and unem- 
ployment spreads.—National City Bank 
Letter. 
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For a national policy --- individual 
action or planned economy ? 


Hersert G. SMITH 


MERICAN progress to the time 
the New Deal took the helm in 
1933 can be credited partly to 

ample natural resources and, possibly 
to a larger degree, to relatively unre- 
stricted individual initiative—Govern- 
ment playing the roles only of umpire 
and policeman. Lately, however, law- 
makers and political administrators 
seemingly have adopted expedients 
foreign to all American tradition, by 
not limiting their efforts to umpiring 


ism, as we have experienced it, been 
more than passing if measured in terms 
of the total time encompassed by the 
known history of man. But, while 
there may be a sort of wishful thinking 
at times favoring the one or the other, 
we do have concrete evidence on the 
side of the capitalistic structure in that 
since the so-called industrial revolution 
became a recognized trend some 168 
years ago, every country adopting it 
has in the intervening years made more 


“The final stages of the intrusion of Government into the 
affairs of its citizens, as noted throughout all history, namely, ‘you 
may, then ‘you should,’ and finally, ‘here, let me do it,’ seem about 


to be enacted here.” 


and policing the “game,” but by at- 
tempting to direct it and, upon occa- 
sion, even to participate in it. The final 
stages of the intrusion of Government 
into the affairs of its citizens, as noted 
throughout all history, namely, “you 
may,” then “you should,’ then “you 
must,” and, finally, “here, let me do 
it,” seem about to be enacted here. 


Individualism or Socialism? 


Whether individualism (capitalism) 
or some degree or form of socialism 
(Government participation or opera- 
tion) is the better long-time economic 
system is a controversial proposition 
which cannot be settled definitely and 
exactly by existing evidence; it is, 
rather, largely a matter of opinion and 
one upon which for immediate purposes 
decision must be tentative, only. Cer- 
tainly, there is no record in history of 
a socialistic civilization which long has 
endured; to be perfectly frank, however, 
neither has any system of individual- 
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progress toward general human better- 
ment than previously had been accom- 
plished during all the preceding ages. 
Slavery and serfdom have been abol- 
ished, the caste system has become 
weakened or. has disintegrated, stand- 
ards of living have immeasurably im- 
proved and, possibly of greatest pres- 
ent import, man has been enabled to 
avail himself of his opportunities to an 
extent limited only by his own desires, 
and without traditional inhibitions and 
political obstructions. 


Mirages 


Now, however, despite the record of 
the past century and a half clearly be- 
fore us, and the less distinct record of 
still earlier times on the somewhat 
dimmed pages of history, all pointing 
the universal benefits of free competi- 
tion, many individuals and a not in- 
considerable number of nations seem to 
be patterning present actions after those 
of the proverbial dog with his bone— 
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the bone representing here the known 
advantages of the system of individual 
initiative—and to be willing, and even 
anxious, to exchange these products of 
the trials and tribulations of their an- 
cestors for the gleaming promises of 
collectivism or of planned economy, 
figuratively brightly mirrored in the 
pleasant reflections of would-be social 
planners. 


A Product of the Times 


There is by no means a general 
agreement to current charges that re- 
sponsibility for these tendencies radi- 
cally to change the existing economic 
order rightfully lie exclusively with 
that- group of office holders known, in 
this country, as New Dealers; a grow- 
ing conviction appears to exist that we 
are really in the throes of a national 
(or world-wide) paranoia, engendered 
not by one group or class, but by ex- 
cesses developing out of the late la- 
mented “War to Make the World Safe 
for Democracy,” with the accompany- 
ing breaking down of established be- 
liefs and institutions. Nevertheless, it 
is clearly evident that astute politicians, 
as ever, continue to renege on promises 
apparently made in good faith, and at- 
tempt to “play” to their electorates, as 
best they can sense their wishes. Too, 
there is also present the perfectly na- 
tural tendency, often exhibited by 
elected officials, of attempting to per- 
petuate political berths by rendering 
such ingratiating services to constitu- 
ents as public office makes possible. 


Out-Hoovering Hoover 


Surely, however, with respect to in- 
cumbents, the record clearly shows that 
these scorners of the national adminis- 
tration they follow have far  out- 
Hoovered Hoover, have out A.A.A.’d 
the Federal Farm Board, have out- 
spent all previous administrations, have 
inaugurated “information” services in 
the light of which even the propaganda 
efforts of European experts appear 
feeble, and have manned the several 
branches of Government far beyond the 
point dared by all preceding dispensers 
of patronage. Indeed, few thinking 
persons will deny that, seemingly aided 


and even applauded by a_ prodigal, 
heedless, credulous, and altogether cul- 
pable public, our present national 
leaders have taken us far on the road 
to collectivism, or at least to dictator- 
ship by one man or by a small group 
of individuals. 

“Forty billions of dollars ago,” this 
country was deep in the meshes of 
economic depression, with some 10 mil- 
lion employables unoccupied; today, 
with this and future _ generations 
“pledged to the hilt,” with our money 
base greatly cheapened by artificial 
methods, and with innumerable other 
social experiments having been tried, 
there exists a very real repression of 
business and a very decided recession 
in initiative—with some 10 million em- 
ployables unoccupied. Despite the 
lessons of history, clearly indicating 
that if an individual or a nation spends 
more than is received there will not be 
much left over, our public officers con- 
tinue to spend, and spend, and spend 
—without promise of lasting benefit. 


Incentives 


Why, under present circumstances, 
should an_ individual “undertake?” 
What incentive has he for risking and 
working? If he does, he requires a 
competent lawyer ever at hand to avoid 
the increasingly constant danger of vio- 
lating some law, or of overlooking some 
of the many regulations established by 
a bureaucratic Government to direct 
and to restrict his actions. If a man 
becomes an employer of labor during 
the present excessively pro-labor era, 
he practically becomes wedded, without 
recourse, to each of his employees, 
endowing him with all he doth possess, 
and, to a startling degree cedes to the 
officers of their labor union the actual 
management of his own affairs. Every 
man who labors, under present Ameri- 
can circumstances, is strictly regulated 
by law and, in addition, “by the sweat 
of his brow” must yield to this agency 
which controls him something like one- 
quarter of his income, either direct or 
on a pyramid basis according to cit- 
cumstances, to help pay the normal 
costs of Government, to support relief, 
and to subsidize this same public 
agency in reform efforts which often 
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have the effect of undermining his own 
individualistic status. 

Why work! Why not everyone “on 
relief?” 

Do we need to apply the brakes be- 
fore we break? 


Approaches to Understanding 


There are, of course, many ap- 
proaches which may be taken in at- 
tempting to analyze a given problem, 
be it public or personal. In undertak- 
ing explanation of the present dilemma 
and to ascertain its immediate causes, 
many approaches variously have been 
taken, and attempts to forecast the 
probable outcome have been predicated 
upon many different bases and have 
yielded widely divergent results. It 


“cc 


and even 


planners, of course, to be those groups 
(and their agents) in political control. 
If, as many believe, we must have re- 
newed confidence before business can 
make great improvement, isn’t it essen- 
tial that this one most vital considera- 
tion be decided fully and, insofar as is 
possible, definitely? 


Probability 


The basic theory of probability, al- 
though somewhat involved and obscure, 
can, the writer believes, be made suffi- 
ciently plain so that the average man 
on the street will grasp its present im- 
plications. At least we can try!* 

Statistical experience and mathema- 
tical logic have shown beyond reason- 
able doubt that if there are two differ- 


. . Few thinking persons will deny that, seemingly aided 
applauded by a prodigal, heedless, credulous, and alto- 


gether culpable public, our present national leaders have taken us 
far on the road to collectivism, or at least to dictatorship by one 
man or by a small group of individuals.” 


would seem to the writer, being some- 
what conversant with statistical method, 
that one of the most logical of possible 
analytical approaches has so far been 
overlooked or wholly neglected. While 
the entire science of statistical fore- 
casting is, to a large degree, based upon 
fundamental theories of probability, it 
has seemed that even statisticians and 
economists, endeavoring to translate 
academic considerations to a world of 
actuality and, in a rather amateurish 
way, to appear at once highly practical 
and worldly-wise, have tended to ignore 
these fundamentals. 


Defining the Problem 


In order to restrict the field, let us 
assume that, for present purposes, the 
entire problem now confronting us is 
the one of whether a system of free 
compctition shall be permitted to en- 
dure, with moderate regulations and 
policing, or whether we shall junk the 
recognized benefits of the existing order 
for a system of planned economy—the 


THE BANKERS MAGAZINE for August, 1938 


ent business policies, for example, 
which may be selected, and if there are 
many individuals each individually and 
independently making decisions as to 
which is the better, the answers will 
tend to be equally divided into two 
groups; one group consisting of right 
answers, the other of wrong selections. 
Statistically, or mathematically, in such 
a situation the probability commonly is 
expressed as being 1/2 that a given de- 
cision will be right or wrong, respec- 
tively. 

However, if the possible policies of a 
given industry were to be classified into 
several degrees of right and wrong, 
through right and wrong, inclusively, 
and if all business men in the given in- 
dustry were to indicate just the policy 
they each would select, it has been 
proved statistically in many similar in- 
stances that while it might be possible, 


*Space necessarily limits this discussion 
to generalities. For light on the many ap- 
plications, and limitations, consult any ad- 
vanced work on mathematical statistics. 
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it would be highly improbable that the 
replies would be divided according to 
the logic of pure chance as outlined 
above. In short, experience is that a 
frequency distribution of the thousands 
of such answers on various degrees of 
right or wrong would, when plotted to 
ordinary cross-section graph paper, con- 
form closely to a curve similar to that 
shown in Figure 1. 

Such a curve is popularly known in 
statistical circles as the “normal curve,” 
and the distribution it represents, the 
“normal,” or “Gaussian” distribution. 
On it, the average, or “most probable 
value” for all observations, is at the 
peak of the distribution, with total 
numbers of observations numerically 
less than the most probable value 
tapering off to one side of the peak, and 
with total numbers of observations 
numerically more than the most prob- 
able value tapering off to the other 
side of the peak. 

Suppose, for illustration, that the 
entire population of the United States 
engaged in a given line of business con- 
tinues, as in the past, to make indi- 
vidual and independent decisions on 
policies for their individual businesses ; 
under these circumstances it is reason- 
able to expect that the “normal law” 
will be followed, and that the answers, 
if plotted, would form a curve similar 
to that of the normal curve. 

With fewer and fewer replies, or ob- 
servations, as the size of the group can- 
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Individualism 


Permitted independence of action, 
as many individuals will tend to 
choose wisely as poorly, and 
things will “average up" to the 
best interests of all the nation, 


vassed—-and therefore its probable 
representativeness—becomes less, how- 
ever, it is most likely that the shape of 
the curve plotted from the decisions on 
policies would gradually become more 
and more distorted, or in statistical 
terms, skewed. By way of extreme 
illustration, it is reasonable to presume 
that if out of the total population of 
some 130 million people a group of say 
100 persons were taken as sample, the 
resulting curve would be decidedly 
skewed far one way or the other, as 
illustrated by Figures 2 and 3, with the 
bulk of the answers—and therefore the 
average—approaching either right or 
wrong, respectively. In such instances, 
therefore, the average, or deciding, 
opinion of such a group would be far 
from what might be expected from an 
observation of the entire population. 


The Practical Application 


In one sense, continuing from the 
foregoing, if the entire number of en- 
trepreneurs engaged in a given line of 
business in this country were permitted 
freely to make their individual choices, 
individually, without undue influence 
or dictation, with respect to the best 
manner of operating a given business, 
it is probable that the relatively correct 
decisions over a period of time would 
be almost exactly balanced by the rel- 
atively incorrect decisions, and _ that 
things would, therefore, “average up” 
in such a manner that the country 
would not, with respect to that particu- 
lar industry, retrogress. This “system,” 
essentially, is that under which this 
country has generally prospered and 
progressed from its founding some 150 
years ago. 

On the other hand, if instead of in- 
dividual entrepreneurs being allowed 
freely to “run their own businesses,” 
many of the vitally important policies 
of all businesses are to be dictated by 
central “planning boards,” whether 
made up of labor chieftains, of politi- 
cians, of Government economists and/or 
statisticians, or even of business men, 
these groups would each be comparable 
to the limited “sample” observation 
discussed above, and results similarly 
divergent from true “normality” nat- 
urally would be expected. In terms of 
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the normal curve, again, the average of 
the guesses made over a period of time 
might approach the best possible pol- 
icy, or they might approach the poorest 
possible policy, but the probabilities 
are large that the average will be more 
right than wrong, or else that it will 
be more wrong than right—that is, the 
distribution is almost certain, with a 
relatively small number of individuals 
in the “sample,” whoever or however 
able its components may be, to be 
skewed distinctly one way or the other, 
with the average, therefore, varying de- 
cidedly from “normal.” 


Planners Might be Right— 


If the preponderant opinion of such 
a “planning board’s” estimates fortu- 
nately approached the best possible 
choice of policies, then the average 
policy formulated would tend to cause 
the country to be extremely prosperous 
—even more prosperous, possibly, than 
were individuals permitted to continue 
to be self-determining. 


—Or They Might be Wrong 


On the other hand, if the preponder- 
ant number of estimates were in favor 
of policies wrong in a given situation 
—and the chances under the “laws” of 
probability (other things being equal) 
are equal that they may be wrong as 
that they may be right—then, the de- 
pressions we have experienced in recent 
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Economic Planning 


If fortunate in its estimates, a 
“planning board's" selections 

be favorable, with consequen 
benefit to all.... But choices 
are just as likely to be distor- 
ted unfavorably as favorably. 
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Beonomic Planning 


If unfortunate in its estimates a 
“planning board's" selections m 
be unfavorable, with consequen 
distress to all.... And, choices 
are just as likely to be distor- 
ted unfavorably as favorably. 


years would in retrospect seem mild in- 
deed to the planned products which 
would be likely to ensue. 


Individual- vs. Group-Planning 


The most important immediate con- 
sideration, of course, is whether the es- 
timates of groups of economic planners 
would be more likely to be predomi- 
nantly wrong. Disregarding theoreti- 
cal considerations, tangible evidence, it 
would seem, tends to support the belief 
that the latter circumstances would 
most commonly obtain. An individual 
entrepreneur is “on his own:” He must 
guess right most of the time, else he is 
out of business or out of a job. Poli- 
tical planners, on the other hand, are 
beset by many political considerations, 
which may affect their judgment; they 
are influenced to a considerable degree 
by pressure groups out to “feather their 
own nests,” and, if such planners are 
selected “politically,” just as likely as 
not they are men of extreme mediocrity. 
Too, group planners do not have the 
self-interest in a given situation that the 
individual entrepreneur has: Wrong 
guesses may, indeed, prove temporarily 
embarrassing, but they do not neces- 
sarily endanger political berths, espe- 
cially while plausible alibis are accepted 
by a gullible public. 

Current Evidence 


The most tangible bit of current evi- 
dence that “planners” do guess wrong 
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upon occasion are the words spoken by 
the titular head of the New Deal, 
shortly before this most recent “reces- 
sion” which it now appears neither he 
nor his skilled advisers foresaw, namely: 
“We planned it this way, and don’t let 
anyone tell you differently.” 


The Sphere of Government 


For any given business, for any given 
profession, available evidence—both 


and progress, if those most greatly con- 
cerned, as proprietors, entrepreneurs, 
and managers, are permitted reasonably 
free exercise of independent choice in 
determining and executing policies for 
their individual businesses. 

Let the Government retain its tradi- 
tional prerogatives of reasonable regu-- 
lation of competition and of adequate 
policing and, otherwise, give business 
“its head.” The only real over-produc- 


“The most tangible bit of current evidence that ‘planners’ do 
guess wrong upon occasion are the words spoken by the titular head 
of the New Deal shortly before this most recent ‘recession’ which it 
now appears neither he nor his skilled advisers foresaw, namely: 
“We planned it this way and don’t let anyone tell you differently.’ ” 


theoretical and tangible—leads this ad- 
mittedly somewhat biased writer to the 
definite conclusion that individual busi- 
nesses will be most likely to succeed, 
and, therefore, that the country as a 
whole will be most likely to prosper 


tion this country has ever known is ex- 
cess Government domination. 

Do we need confidence? Confidence 
that business will not constantly be sub- 
jected to ever-increasing harassment and 
interference? The answer is plain. 


A TIMELY STORY 


At the recent annual banquet of the 
British Bankers’ Association, held in 
London, among the speakers was the 
Right Honorable Leslie Burgin, Min- 
ister of Transport. In the course of his 
address, he related this story. 


A busy man was worried by a little 
kiddy playing in his immediate neighbor- 
hood. He wished to reflect—for he had to 
address the bankers—and he said to the 
child, “Here is a large map, cut it up into 
little pieces and see if you can fit it to- 
gether again.” And the kiddy with a pair 
of scissors repaired to a corner, snipped his 
world map into disordered pieces ard in 
what appeared to the student, after thought, 
an incredibly short time, came back with 
the map perfectly rejoined. “How on earth 
did you do that?” said the thinker. “Well, 
father, on the back of the map was the 
figure of a man and I knew if I put the 
pieces back so that the figure of the man 
was intact the world would be right the 
other side.” 


And to this the speaker added: “You 


bankers, if I understand anything of 
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the lessons I learned in commerce and 
industry and finance, are pleading that 
the whole universe be treated as the 
man and that the pieces be put back.” 


© 


WHY THE CAGES? 


LeT me tell you the story of an old man 
and his wife who entered a bank one 
day to transact some business. The 
lady wasn’t familiar with banks. Her 
first remarks was: “John, why do they 
have all of the men in little cages?” 
and the reply came swiftly, “Maggie, 
if I had to handle a million dollars a 
day on $150 a month, they would have 
to put me in a cage, too.” There is 
humor to this, but there is also tragedy. 
It is the tragic side that I wish to 
emphasize.—Marshall R. Diggs, Acting 
Comptroller of the Currency. 
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MAKING THE FIGURES TALK 


By Joun Lancpon HEATON 


HIS is the age of statistics. Pub- 

lished figures and the analysis of 

them is considered one of business’s 
most valuable aids. Graphs, charts and 
financial statements provide the busi- 
ness world with its guide to present 
trends and its warning of coming dan- 
gers. Banks, in particular, have found 
these statistics of incalculable assistance 
in judging the credit rating of indi- 
viduals, corporations, states and mu- 
nicipalities and have, therefore, been 
among the most ardent promoters of 
published financial information. The 
banks want this information because it 
is to these groups that they lend their 
funds and it is they who purchase their 


Considerable progress has already 
been made along these lines by the 
questionnaires of the American Bank- 
ers Association and by some of the Fed- 
eral Reserve banks. The Federal Re- 
serve Bank of Boston with the voluntary 
codperation of more than two-thirds of 
its member banks recently compiled de- 
tailed figures summarizing the com- 
posite operating experience of 248 re- 
porting institutions. With a yardstick 
such as this the individual banker can 
measure the efficiency and _ earning 
power of his institution while the iden- 
tity of his own figures is merged and 
lost in the group averages. He can see 
at a glance, for example, that receipts 


“Every banker likes to compare his bank with other banks on 


such matters as expenses and earning power, but few bankers ex- 
cept those whose institutions are well up among the leaders would 


care to publish the results of such a comparison. 


then, can be done?” 


bonds and other obligations. The rea- 
soning is unquestionably sound, but the 
irony of it all is that the banks them- 
selves have been uncommonly reluctant 
to publish the very type of detailed 
financial analysis they have fostered 
among others, though every deposit is 
technically a “loan” to the bank. 
Depositors, of course, would not be 
interested in the figures if they were 
available, but what the bankers some- 
times overlook is the value of their fig- 
ures and their neighbors’ figures to 
themselves. Every banker likes to com- 
pare his bank with other banks on such 
matters as expenses and earning power, 
but few bankers except those whose in- 
stitutions are well up among the lead- 
ers would care to publish the results 
of such a comparison. Publishing their 
own detailed figures would be tanta- 
mount to this. What, then, can be done? 
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What, 


from discounts and loans have dropped 
from 75.6 per cent. of total current in- 
come in 1930 to 49.8 per cent. in 1937 
in the typical Boston bank and by com- 
parison with his own figures can tell 
whether his bank stands above, below 
or with the average on this point. Or, 
if his bank is a country bank, he can 
compare his service charge figures with 
those of the typical country bank in 
the first district whose revenue from 
service charges on demand deposits has 
risen from .3 per cent. of total current 
income in 1928 to 5.1 per cent. in 1937. 

Figures covering such facts as these 
and many others concerning costs and 
expenses of member banks were first 
prepared by the Federal Reserve Bank 
of Boston in 1921. At first the banks 
were divided into groups according to 
the volume of their loans and invest- 
ments and all figures were expressed as 
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a percentage of loans and investments. 
So all important did loans and invest- 
ments seem at that date that Frederic 
H. Curtiss, chairman and Federal Re- 
serve Agent of the Boston bank, wrote 
in the explanatory paragraphs accom- 
panying the figures: “In seeking to 
create a yardstick or a standard of meas- 
ure, it was found best to compare the 
earnings and expenses with the total 
loans and investments, including bor- 
rowings from the Federal Reserve Bank 
and others, as they represented the 
source of the bank’s earnings; that is, 
the income-producing portion of a 
bank’s capital, surplus and deposits.” 
But as interest rates varied and other 
sources of bank income grew in im- 
portance additional ratios and compari- 
sons were found necessary to present a 
complete picture. As early as 1923 the 
banks were classified according to the 
type of business handled as measured 
by the percentage of time deposits to 
gross deposits and the percentage of 
current expenses to gross income was 
shown for each group. In 1924 com- 
parisons were also made to gross earn- 
ings and this dual system was kept 
through 1927. From these two sets of 
tables it gradually became apparent that 
variations in the percentage distribution 
of gross current income were not due 
primarily to difference in the size of 
the -banks but were caused chiefly by 
the differences in the character of the 
business transacted. For this reason 
the grouping arrangement was changed 
over entirely to that of what had for- 
merly been a supplementary table. By 
means of information obtained through 
special questionnaires submitted by co- 
operating banks, the country banks were 
classified according to the percentage 
of their time to gross deposits and the 
reporting Boston banks were tabulated 
in a single group by themselves, not 
because they were substantially larger 
than the country banks, but because of 
the conditions under which they operate 
in a central money market where a 
higher percentage of reserves must be 
maintained. 

Two tables are currently being pub- 
lished. The first of these covers the 
period from 1928 through 1937 and 
gives the typical figures for all country 


banks. These figures are given under 
four heads: percentages of total cur- 
rent income, interest rates, percentages 
of average holdings (losses and charge- 
offs), and percentages of total available 
funds. The second table gives similar 
figures but in more detail, the Boston 
banks being considered separately and 
the country banks divided into four 
groups according to the percentage of 
time to gross deposits as outlined above. 
This method of grouping has proved 
itself the most significant so far as New 
England is concerned. By it the reason 
for differences in earning power and 
expense levels can be traced. Statistics 
at best are tricky. In an over-simplified 
form they lead to easy conclusions ihat 
are likely to be wrong; if over-detailed, 
confusion makes conclusions impos- 
sible. But by careful reading and 
painstaking checking the figures com- 
piled by the Federal Reserve Bank of 
Boston can be made to reveal some 
pertinent facts. 

For example, looking at the table 
covering the years from 1928 through 
1937 we find that salaries and wages 
paid by banks have risen from 19.6 
per cent. of total current income to 
30.8 per cent. over the ten year period. 
Apparently wages paid have increased 
tremendously. You know from your 
own experience that there has been no 
increase of this size. What is the an- 
swer? The answer lies in the “total 
current income” factor. Total current 
income is shown as decreasing from 4.9 
per cent. of available funds in 1928 to 
only 3.7 per cent. in 1937. Then ad- 
justing the figures. we find that while 
wages in terms of income have risen, 
that same income in terms of available 
funds has decreased by such an amount 
that actually wages are shown to have 
remained approximately the same in 
dollars expended. The same necessity 
for carefully weighing the figures is 
shown even more strikingly by the item 
headed “taxes.” Taxes dropped from 
4.5 per cent. of current income in 1928 
to 3 per cent. in 1937. But the figure 
for 1933 is 2.2 per cent. showing that 
taxes, as might be expected, had risen 
in recent years in terms of per cent. of 
current income. Then looking again 
at current income in percentage of total 
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available funds we find that it was 4.9 
per cent. in 1928, 4.5 per cent. in 1933 
and 3.7 per cent. in 1937. Taxes were 
less of a burden in 1933 than in either 
1929 or 1937. It was not taxes in 1933 
but charge-offs that caused a bad year. 
Net charge-offs of 1.4 per cent. of avail- 
able funds resulted in a net balance 
after all charges of -.5 per cent. In- 
terest paid in 1928 amounted to 39.6 
per cent. of current income while in 
1937 the figure had dropped to 19.3 
per cent. despite the lower figure for 
current income itself which has already 
been noted. Lower current income 
would have raised the percentage figure 
representing the amount paid out in 


“Statistics at best are tricky. 


But it has already been pointed out 
that in terms of total available funds 
current income has declined from 4.9 
per cent. to 3.7 per cent. Where lies 
the answer? It lies partly in a de- 
crease in interest received on all loans 
and investments from 5.6 per cent. to 
4.4 per cent., partly in increased 
charge-offs, and partly in idle funds. 

The second of the two tables com- 
piled by the Federal Reserve Bank of 
Boston separates the Boston banks from 
the country banks and further divides 
the latter into four groups according 
to the percentage of time deposits to 
gross deposits. Group I includes banks 
with less than 25.1 per cent., group II 


In an over-simplified form they 


lead to easy conclusions that are likely to be wrong; if over-detailed 


confusion makes conclusions impossible. 


But by careful reading 


and painstaking checking the figures compiled by the Federal Re- 
serve Bank of Boston can be made to reveal some pertinent facts.” 


interest had this interest in terms of 
dollars paid remained the same. There- 
fore, we can see at a glance that a tre- 
mendous drop in interest payments has 
actually occurred, and checking under 
the heading of “interest rates” this con- 
clusion is confirmed by a drop in the 
average rate of interest paid on savings 
deposits of from 3.8 per cent. in 1928 
to 1.9 per cent. in 1937. This 50 per 
cent. cut in the interest rate, combined 
with the now entirely absent figure for 
interest payment on demand deposits 
which in the typical year of 1930 
amounted to over 8 per cent. of total 
current income for the country banks 
and over 20 per cent. for the Boston 
banks, almost exactly balances the in- 
creased percentage figures for salaries, 
taxes and the like so that in reading the 
total current expense figures we find 
that there has been not only little 
change, but an actual drop of 3.5 per 
cent. from 77.6 per cent. of current in- 
come in 1928 to 74.1 per cent. in 1937. 
Consequently, the rate of net current op- 
erating earnings in terms of current 
mcome increased over the same period 
from 22.4 per cent. to 25.9 per cent. 
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banks from 25.1 per cent. to 50 per 
cent., group III those from 50.1 per 
cent. to 75 per cent., and group IV 
those with over 75 per cent. time de- 
posits. The most noticeable point this 
classification of the member banks 
brings to light is that the country banks, 
because they carry a much larger pro- 
portion of savings and other time de- 
posits than do Boston banks, are under 
a heavier interest burden than the city 
banks. Country depositors, too, de- 
mand and usually get a higher rate of 
interest on their savings. 

The Boston banks paid out 4.7 per 
cent. of total current income in inter- 
est while the average for the country 
banks was 19.3 per cent. The result 
of this high interest burden on the 
country banks is in turn revealed by 
the figures for receipts from bonds and 
stocks. Boston banks received 29.5 per 
cent. of current income from this source 
as compared with an average of 38.1 
per cent. for the outside banks. The 
Boston banks have a stable source of 
income from such sources as the trust 
department and safe deposit business 
which the country banks lack and the 
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latter, therefore, to meet their interest 
burden find themselves obliged to in- 
vest surplus funds to a great extent in 
stocks and bonds—a fact which caused 
them some grief in the past. They ap- 
parently choose issues of a higher yield 
than the Boston banks because their 
average rate of interest received from 
this source is 3.4 per cent. as against 
2.4 per cent. for the Boston banks. 
Among other expenses the Boston 
banks pay out slightly more than the 
outside banks for occupancy and main- 
tenance of quarters, taxes, salaries and 
publicity while they pay out less for 
insurance, office supplies and examina- 
tions. On the whole, as these figures 
reveal it, total operating expenses of 
the Boston banks at 62.8 per cent. of 
current income exceed those of the out- 
side banks at 54.8 per cent., but when 
interest expenses are added to operating 
expenses to give total current expenses 
the Boston banks show a lower figure 
than do the country banks—67.5 per 
cent. as compared to 74.1 per cent. 
Subtracting these figures from 100 we 
find net operating earnings for the Bos- 
ton banks average 32.5 per cent. of 
current income and for the outside 
banks 25.9 per cent. But stealing an 
advance look at the final item on the 
table, which is the percentage of net 
balance after all charges of total avail- 
able funds, we find the figure for the 
Boston banks is .2 per cent. and that 
for the country banks .3 per cent. 
Somewhere between operating earnings 
and this final item the country banks 
have caught up with and passed the 
Boston banks in earning power. The 
question is where? Going through the 
profit and loss analysis the relative 
positions remain the same with Boston 
emerging with a net balance after all 
charges of 10 per cent. of total current 
income while the figure for the country 
is 9 per cent. But this is the heading 
under which we found the country 
banks topping the Boston banks by .1 
per cent. Expressed in terms of total 
current income the Boston banks show 
the larger figure, while expressed in 
terms of total available funds the 
country banks lead. The answer to this 
apparent paradox must lie, obviously, 
in those factors not directly shown in 
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the table and those factors are reserves 
correspondent bank balances and vault 
cash. The effect of these can be traced 
by a detailed study of a section of the 
figures available. As has already been 
noted, in this table Boston banks are 
considered separately and the country 
banks are grouped according to the 
percentage of their time deposits to 
gross deposits. Group I having the 
lowest percentage—even lower than the 
Boston banks—and group IV the high- 
est. Now the figures for net balance 
after all charges in terms of total cur- 
rent income are: 

10.0 per cent. for the Boston banks 

12.4 per cent for group I 

9.5 per cent. for group II 

7.7 per cent. for group III 

3.0 per cent. for group IV 
and 9.0 per cent. for the average of 
the four groups (Boston banks being 
excluded). 

The figures for net balance after all 
charges in terms of total available funds 
are: 

.2 per cent. for the Boston banks 

.D per cent. for group I 

.3 per cent. for group II. 

.3 per cent. for group III 

.l per cent. for group IV 
and .3 per cent. for the average of the 
four groups (Boston banks being ex- 
cluded). 

Comparing these two tabulations of 
figures we find roughly that as the per- 
centage of time deposits increases so 
does the ability of the banks to show 
greater earning power in terms of avail- 
able funds than might be expected from 
the figures for earning power in terms 
of current income. As we have seen by 
elimination the only reasonable cause 
lies in reserves, correspondent bank 
balances, float and vault cash—in other 
words in idle funds. To these items the 
differences noted must be attributed and 
conversely, from the differences the rela- 
tive magnitude of these. items in each 
case can be seen. 

The figures have been made to talk 
and could no doubt be made to reveal 
much more, but enough has been said 
to show that it is extremely worthwhile 
for bankers to codperate in surveys of 
this kind and even more worthwhile 
for them to study the results. 
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AMERICAN 


DEADLOCK 


[From the London “Economist,” July 2, 1938.] 


No doubt the heat engendered against President Roosevelt in certain quarters here at 
home is measurably reduced when the President is viewed across the cooling surface of 


three thousand miles of ocean. 
tive in this cooler atmosphere.—Eprror, 


ONDAY next is the 162nd anni- 
versary of the Declaration of 
Independence of the United 

States of America. The day will doubt- 
less be celebrated, in the traditional 
manner, with fireworks and political 
speeches. But this year, in spite of the 
mollifying effect of buoyancy on Wall 
Street, the speeches are likely to be 
fully as explosive and sulphurous as 
the fireworks; for America is suffering 
from a worse fit of political bad tem- 
per than has been seen in the land for 
very many years. It is not merely 
that the President is at odds with a 
section of the population containing not 
far short of half of all its members and 
nearly all of the more well-to-do; the 
language that is being used has grown 
in immoderation until it is out of all 
relation to the reality of the matters at 
issue, and until it blocks the way to any 
consistent attempt to meet the urgent 
problems with which America is faced. 
Most of the peculiar bitterness of the 
great controversy between the rival 
philosophies labelled “New Deal’ and 
“Business” evaporates in the passage 
of the Atlantic, and it is difficult for 
the European to appreciate its intensity. 
But a small notion of the atmosphere 
prevailing can be conveyed by the fact 
that the person of Mr. Roosevelt is now 
guarded more closely than that of any 
other President of modern times. And 
nobody who has sampled the conversa- 
tion to be had in board rooms, at dinner 
parties, at golf clubs, or in any of the 
other resorts of the more comfortable, 
can doubt for a moment that the pre- 
cautions of the Secret Service are very 
necessary. 

What has the President done to de- 
serve such hatred? That is the question 
which the foreign observer is impelled 
continually to ask. The counts in the 
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It will therefore be interesting to view our Chief Execu- 


indictment that is drawn up against the 
President with such vigor in every pros- 
perous home in the country are very 
many and varied. But some are out- 
standing. One is that he has acted with 
deliberate vindictiveness against the 
most able section of the nation—against 
the class, incidentally, from which he 
himself sprang—and that he is pursu- 
ing the vendetta at the expense of the 
prosperity of the nation, preferring that 
the wheels should not turn than that 
they should turn for his foes. Secondly, 
the President is alleged by his oppo- 
nents to be so lacking in fundamental 
convictions, so recklessly opportunistic 
in policies, that he is unfitted to bear 
the responsibility of leading a great 
nation. And thirdly, he is accused of 
unlimited personal ambition. The con- 
troversy over the Supreme Court is 
represented as an attempt to override 
the constitution to serve his own ends. 
There are open accusations that the No- 
vember elections will be bought with 
public money. And the attempts now 
being made by the White House to 
secure that the rebel Democrats are re- 
placed in the party primary elections 
by more faithful New Dealers can be 
made to look like the vaunting of am- 
bition over even the most fundamental 
loyalty known to the American politi- 
cian—the loyalty to party. 

This is the main substance of the 
charges that are being made with an 
embittered iteration and a_ reckless 
abuse of language quite without par- 
allel. It is unnecessary, for the foreign 
observer at least, to attempt to assess 
the precise degree of truth in them. It 
is for certain immeasurably less than 
the impossibility sweeping allegations 
of the President’s opponents would 
have the public believe. Mr. Roose- 
velt is neither a Communist or a dicta- 


149 





tor, nor has he aspirations. to be either. 
He is not attempting to convert the 
North American Republic into a South 
American “personalist” domain of his 
own. He is not debauching the Ameri- 
can people with the taxpayer’s money 
or asking them to abandon their tradi- 
tional liberties. But though these 
accusations, which can daily be heard 
on the lips of men of sanity and judg- 
ment, are so ludicrously untrue, there is 
unquestionably some basis for more 
moderate criticism of the President. 
Some of his reform proposals have gone 
beyond the need for guarding against 
abuses and have become definitely 
penal in form; he has _ frequently 
seemed to be far less interested in ex- 
alting the humble and the meek than 
in putting down the mighty from their 
seats. There is something also in the 
charges of reckless experimentation; 
the course of monetary policy, of hous- 
ing policy, the alternation between bud- 
get balancing and unbalancing, the 
attitude towards the attempts of indus- 
try to fix prices—all these have been 
unnecessarily and harmfully erratic. 
There is also no doubt that Mr. Roose- 
velt has “played politics” as shrewdly 


as any of his predecessors, and no man 
can dig himself in without throwing 


up dirt. Moreover, these unlikeable 
traits of the New Deal have been much 
more visible in the last eighteen months 
than in Mr. Roosevelt’s first term. The 
quality both of the personnel in Wash- 
ington and of the policies originating 
there has unquestionably deteriorated. 
There has been less and less willing- 
ness on the part of the New Dealers to 
draw their inspiration from the widest 
circles of opinion and to found their 
policies on a broad base of approval. 
Every week sees an increase in the num- 
ber of former friends of the Adminis- 
tration who have retired to the side- 
lines or gone into actual opposition, 
until now it is very difficult to name 
more than a handful of eminent Ameri- 
cans who, without actually being in the 
service of the Administration, are 
known to be its supporters. Mr. Roose- 
velt is certainly not the Prince of 
Darkness that the newspapers and the 
conversation of the eminent would make 
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him out to be. But he has no less cer- 
tainly disappointed his friends. 

With all this, however, one funda- 
mental fact remains. Mr. Roosevelt is 
popular with the electors. With few 
friends and a multitude of enemies 
among the articulate, he still commands 
the inarticulate. Judging by all the 
signs, the turnover of Congressional 
seats in November will not go badly 
against him. The Presidential election 
of 1940 is much further off. But unless 
the depression becomes much more 
severe, it is probable that the Demo- 
cratic candidate will be a person either 
nominated by, or at least acceptable 
to, Mr. Roosevelt, and that he will be 
elected. This reveals the peculiar dan- 
gers of the present situation in America, 
For there is an almost complete dead- 
lock of policy. If Mr. Roosevelt lives, 
the opposition has no possibility of 
gaining control of the administrative 
machinery of the country for another 
thirty months, and only a problematical 
chance then. But so long as the over- 
whelming majority of the leaders of 
industry, commerce and finance, the 
greater part of the professional skill of 
the country and almost all its vocal 
opinion is implacably hostile to the 
President, none of his policies is likely 
to receive the codperation necessary for 
success. In these circumstances the out- 
pouring of public money is the only 
expedient left to the President—and 
even that is of doubtful value when it 
is accompanied by a campaign which 
impugns its motives and belittles its 
chances of achievement. 

Sporadic attempts have been made 
before, from one side or the other, 
to achieve a reconciliation between the 
President and Business; they have all 
failed. But nothing is more necessary 
than that another attempt should be 
made and that it should succeed. The 
outside world may with more reason 
express this hope because we are all 
the sufferers from the American dead- 
lock. In every sphere of life the world 
is looking west for calm, moderate and 
confident leadership. It is an opportu- 
nity which American  statesmanship, 
whether in office or not, cannot afford 
to miss. 
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No Banking Problem 
Requires 
More Careful Attention 


“The present high proportion of investments 
may be abnormal, but investment securities may 
continue to constitute an important, if not 
a predominant, part of banking assets. No 
banking problem requires more careful and 
intelligent attention than that of portfolio 
investment.” 


From “Statement of Principles and Standards 
of Investment for Commercial Banks” recently 
issued by the American Bankers Association. 


— TRUST COMPANY, through its Invest- 


ment Advisory Service, has for several years provided 
highly specialized guidance to banks throughout the United 
States in the formulation of investment policies and in the 
supervision of bond portfolios. 

This service includes weekly and monthly comparative 
statistical tabulations of actively traded bonds, semi-annual 
surveys of the leading industries, and detailed analyses of 
individual bank portfolios as well as advice on specific 
investment problems. 

Financial institutions throughout the country are cor- 
dially invited to make use of our comprehensive facilities. 


MANUFACTURERS TRUST 
COMPANY 


Investment Advisory Division 


55 BROAD STREET, NEW YORK 
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UNITED STATES OF AMERICA 


Extraordinary Meeting of Shareholders 
Held at the Head Office in 
Washington, July 1, 1938 


AN extraordinary meeting of share- 
holders of the United States convened 
at the Capitol in Washington, July 1, 
the Chairman of the Board, Uncle 
Sam, in the chair. Shareholders were 
represented by proxies from each of the 
forty-eight states. 

The chairman announced that the 
purpose of the meeting was to consider 
the financial position of the corpora- 
tion, with special reference to the state- 
ment made to shareholders by the Presi- 
dent at the end of the last fiscal year. 

It was pointed out that, in a state- 
ment made at the beginning of the cal- 
endar year, the President had estimated 
the net deficit for the fiscal year ending 
June 30, 1939, at around $949,000,000, 
whereas in his most recent statement he 
had put the deficit at $3,984,000,000. 
Further, it was shown that if to this 
figure the statutory requirements for 
debt retirement were complied with, the 
deficit would rise to some $4,500,- 
000,000. It was shown that the in- 
crease in the deficit above the earlier 
estimates was due to an expected de- 
cline in receipts to the extent of some 
$900,000,000 and an increase of $2,- 
000,000.000 in expenditures. 

The chairman stated that the question 
before the meeting of the shareholders 
was, what was to be done in the exist- 
ing circumstances. 

Discussion revealed 
opinions: 

(1) A reduction in expenditures; 
(2) an increase in taxation; (3) the 
election of a new President and board 
of directors. 

A motion to carry out the plan of 
reducing expenditures was made by the 
representative from New York, and 
seconded by the representative from 
Massachusetts. In the debate on this 
motion, it was developed that while the 
demands for relief of the unemployed 
made a reduction of expenditures on 
that score somewhat difficult, much 
could be saved by a closer scrutiny of 


three sets of 
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the relief rolls. There was a general 
agreement that expenditures could be 
sharply reduced by cutting out projects 
that did not add to the country’s pro- 
ductive wealth, and by completely shut- 
ting off the use of public funds for con- 
structing public utility plants by the 
Government to complete with existing 
private corporations. After many rather 
heated exchanges of opinion, the motion 
to reduce expenditures was tabled by 
a close vote. 


The proposal to increase taxes was 
made in a motion arising in the Wyom- 
ing delegation, seconded by a repre- 
sentative from South Carolina. To this 
the representatives of Illinois and 
Pennsylvania replied that taxation was 
already so burdensome as to constitute 
a menace to the profitable conduct of 
business, and that any further addition 
would add to the costs of production, 
thus reducing consumption and increas- 
ing unemployment. 

On being put to a vote, the proposal 
to increase taxes was overwhelmingly 


defeated. 


Up to this time, the meeting had been 
conducted in an orderly manner, but 
when the proposal to elect a new 
President and board of directors came 
up for action, a disturbing element was 
injected into the proceedings. This 
arose from a motion made by a proxy 
claiming to represent the District of 
Columbia, and who, it was suspected, 
was a New Dealer and a member of the 
existing board of directors. He made 
the following motion: 


That this meeting hereby approves 
the report of the President relating to 
the budget for the fiscal year 1939, and 
expresses its complete confidence in the 
financial skill of the President and in 
the management of the board of di- 
rectors. 


So many delegates were on their feet 
at once shouting for recognition of the 
chair, and there was so many indica- 
tions of an impending riot, that Uncle 
Sam ruled the motion out of order, on 
the ground that it was a question to be 
decided only by the regular general 
meeting of shareholders in November. 
The meeting was then declared ad- 
journed. 
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INVESTMENT and FINANCE 


Edited by OSCAR LASDON 


WILL INTEREST RATES DECLINE ? 


UMEROUS money market ob- 

servers, analyzing interest rates 

on a cyclical basis, expect an 
increase in money rates and a decline 
in high grade bond prices sometime 
within the next few years. While their 
arguments are entirely logical, never- 
theless it must be realized that such a 
normal development may be retarded 
for some time to come. As one espe- 
cially keen student of financial affairs 
has already pointed out, the vested 
interests of the Federal Government and 
our banks and insurance companies in 
an easy money policy may result in 
bond yields remaining indefinitely at 
present low levels. 

Member institutions of the Federal 
Deposit Insurance Corporation hold 
over twenty billion dollars of fixed ob- 
ligations. Approximately 65% of this 
amount is invested in U. S. Government 
direct or guaranteed obligations. 

A tightening in credit conditions 
could easily cause a 10% decline in 
the principal value of many low coupon 
bonds. Such a depreciation to two bil- 
lion dollars, would wipe out the capital 
and surplus of these, institutions. The 
banking system would be seriously em- 
barrassed. 

The large stake of the Federal Gov- 
ernment in low interest rates is also 
readily apparent. Annual service on 
the national debt now falls slightly 
under one billion dollars. Unless 
money remains easy, the Treasury will 
be faced with the necessity of issuing 
higher coupon obligations to refinance 
its maturities. 

It is evident that any direct reversal 
of present monetary policy will meet 
with great resistance. 


New Bank Examination Rules 


_ Of interest to the banking commun- 
ity are the new examination rules 
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affecting commercial bank bond invest- 
ments. These investment rulings, re- 
cently announced by the Secretary of 
the Treasury, were worked out in a 
series of conferences by officials of the 
Federal Reserve Board, the Federal De- 
posit Insurance Corporation and Na- 
tional banking authorities. They have 
also been accepted by the National 
Association of Supervisors of State 
banks. 

The new rulings tend to eliminate 
market prices as a basis for valuing 
bonds in bank examination reports. 
Obligations receiving any of the four 
highest investment ratings may be 
carried at cost, with no reference to 
current quotations. Lower grade issues, 
not in default, may be valued at the 
average market price for the eighteen 
months just preceding examination, and 
50% of the net depreciation will be 
deducted in computing sound capital. 
Depreciation on defaulted obligations 
will continue to be charged off in full. 
The present practice of listing all 
securities and showing their book value 
will also be continued. 

Federal Reserve member banks have 
been favored with further relaxation of 
existing regulations regarding bond in- 
vestments. The Comptroller of the 
Currency has modified previous re- 
strictions so that capital advances to 
small, local, industrial enterprises may 
be facilitated. Formerly those bonds 
which had no public distribution were 
ineligible for bank purchase. Presently, 
however, this defect can be cured pro- 
viding 

1. The obligation matures within a 
period of not more than ten years. 

2. 75% of the principal amount is 
amortized during the life of the issue 
under a schedule of periodic payments. 

3. The issuing corporation is estab- 
lished and capable. of servicing its debt. 
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4. The obligation is of sound value 
or is “so secured as reasonably to 
assure payment.” 

Regarding convertible obligations, 
former rulings have been clarified and 
purchase of securities convertible into 
stock at the option of the issue are 
definitely branded ineligible for pur- 
chase. Also, purchase of bonds con- 
vertible into stock at the option of the 
owner, or obligations with stock pur- 
chase warrants attached, are banned 
if the payment made is in excess of 
the investment value of the obligation 
itself, without reference to its stock 
privilege feature. 

Profits realized from the sale of 
securities must be earmarked for the 
purpose of writing off losses and estab- 
lishing “adequate” reserves. Only after 
such “adequate” reserves have been es- 
tablished may these profits be used to 
augment earnings. 


Underwriting Activities 


Security financing activities, which 
had been quiet for almost a year, picked 
up sharply in June. Corporate issues 
floated in the final month of the half- 
year amounted to $243,545,838, the 
largest volume since June, 1937. This 
total contrasted sharply with the low 
point of financing experienced in Feb- 
ruary, when new issues aggregated only 
$9,980,000. 

The aggressive policy of monetary 
ease pursued by Federal authorities, 
coupled with the return of investor con- 
fidence, resulted in a renewal of demand 
for high grade obligations. Prominent 
among the recent borrowers were the 
United States Steel Corp., which issued 
$100,000,000 314% 10 year bonds, and 
the Commonwealth Edison Company, 
which issued $22,000,000 first mort- 
gage 314s, 1968, and $39,083,195 con- 
vertible debenture 344s, 1958. The 
Mountain States Telephone & Tele- 
graph Company floated $27,750,000 
314s, 1968. 

These large offerings met with good 
demand and were readily digested. 
Subsequently, the month of July wit- 
nessed the flotation of $10,500,000 
Crown Cork & Seal debenture 4%s, 
1950, the Standard Oil Company of 
New Jersey issued $50,000,000. 234% 
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fifteen year bonds as well as $35,000,- 
000 serial notes. 

It is noteworthy that the major por- 
tion of the above financing was arranged 
for capital purposes, the remainder 
being devoted to refunding higher in- 
terest bearing debt. This is a favorable 
sign and augurs well for further indus- 
trial recovery. 

The buoyant tone displayed by the 
bond market will undoubtedly encour- 
age additional large scale underwrit- 
ings during the summer. Issues being 
registered with the Securities & Ex- 
change Commission are expected to in- 
crease substantially. 


Legal List Revisions 


In accordance with the revision of 
statutory requirements by the New York 
state legislature, Banking Superintend- 
ent William R. White removed approxi- 
mately $3,000,000,000 of railroad 
securities from the list of those obliga- 
tions legal for savings bank investment 
in the Empire state. 

However, it should also be observed 
that additions to the “legal list” will 
no longer be confined to those issues 
meeting the exact measurements of the 
yardstick established in the law. It is 
hoped that the recent revision will suc- 
ceed in making the list more flexible. 
Savings banks may now petition the 
banking department, recommending 
specific obligations, as yet ineligible. 
The banking board will then pass upon 
the merits of each individual issue. 

Maine and New Hampshire, it will be 
recalled, previously authorized legisla- 
tion permitting more latitude in the 
selection of “legal”? investments. ill 
of these modifications have arisen out 
of the necessity of widening the nar- 
rowing channel of investment. 


Bank Bond Policy 
A bulletin issued by the Federal Re- 


serve Board, pointing out the relaxa- 
tion in bank examination rules, states 
that banks should purchase corporate 
obligations “in the light of inherent 
soundness rather than on a basis of 
day to day fluctuations.” This recom- 
mendation is part of the government's 
program to expedite the expansion of 
credit and revival of industry. This 
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declaration was undoubtedly adopted 
as a means to an end—to indirectly 
stimulate production rather than pro- 
tect the integrity of the banking struc- 
ture. 

The bulletin adds that the “revised 
examination procedure . . . is based on 
the view that the soundness of the bank- 
ing system depends in the last analysis 
upon the soundness of the country’s 
business and industrial enterprises, and 
should not be measured by the pre- 
carious yardstick of current market 
quotations which often reflect specula- 
tive and not true appraisals of in- 
trinsic worth. 

“By severing appraisal of bank in- 
vestments from current market quota- 
tions, it is believed that the banks will 
be encouraged to purchase securities 
of sound business and industrial enter- 
prises, whether large or small, for their 
true worth and not for speculative 
gains.” 

This bit of bland sophistry indicates 
acertain measure of callous indifference 
to the recognized principles of sound 
commercial banking. Perhaps the in- 
dividual banker ought to follow this 
example by encouraging his local trade 
borrowers to assume inventories with- 
out regard to the practicability of dis- 
posing of the merchandise to neighbor- 
hood customers. “Forget about market 
value,” the banker should say. “I 
know your stock is worth $1,000 even 
though you may not be able to sell it 
for more than half.” 


© 


FEDERAL TAXES JUMP $1,232,- 
000,000 IN YEAR 1937 


The public paid $1,232,000,000 more 
in taxes to the Federal Government in 
1937 than in 1936, and almost three 
times as much in 1933, according to 
figures of the National Industrial Con- 
ference Board. 

Despite this tax increase of more 
than one billion dollars, the country 
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entered 1938 with a gap of approxi- 
mately $3,000,000,000, representing the 
difference between tax collections and 
government expenditures, the survey 
shows. 

Tax collections for 1937 are shown 
as $5,143,000,000, for 1936 as $3,911,- 
000,000 and for 1933 as $1,874,000,000. 

Government expenditures in 1937, 
according to the report, were $8,261,- 
000,000 on a basis that excludes loans 
and subscriptions to capital stock and 
surplus. 

Revenue classifications showing the 
greatest increases were income taxes and 
other internal revenue taxes. Income 
taxes increased $1,402,000,000 between 
1933 and 1937. Internal revenue taxes 
not otherwise classified increased $665,- 
000,000. In this group are found some 
of the many “hidden” taxes against 
which consumer organizations are pro- 
testing. These taxes, representing 21] 
per cent. of total collections, have in- 
creased from $427,000,000 in 1933 to 
$1,092,000,000. 

Taxes on liquor amounted to $594,- 
000,000 in 1937, according to the 
report, and accounted for 12 per cent. 
of the total collections. Tobacco taxes 
totaled 11 per cent., or $552,000,000; 
social security 5 per cent., or $266,- 
000,000, and customs taxes 10 per cent., 
or $490,000,000. 

The government’s regular operating 
expense accounted for 45 per cent. of 
all expenditures—amounting to §$3,- 
746,000,000 according to the report. 
Federal relief reached $2,467,000,000, 
amounting to 30 per cent. of total ex- 
penditures; public works $1,079,000,- 
000, or 13 per cent.; the agricultural 
adjustment program $516,000,000 or 6 
per cent. 

Since 1932, the report points out, 
three new general classifications have 
been added to Federal expenditures. 
They are relief, social security and 
agricultural adjustment. A total of 42 
per cent. of Federal expenditures in 
1937 was used for these three classifica- 
tions. 


FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


SWEDEN AND THE UNITED STATES 


The following is the text of an address by Winthrop W. Aldrich, chairman, board 
of directors, The Chase National Bank of the City of New York, at a banquet tendered 
to Their Royal Highnesses, the Crown Prince and the Crown Princess of Sweden, under 
the auspices of the New Sweden Tercentenary Committee of New York City. 


OUR Royal Highnesses, your Ex- 
cellency the Governor, your 
Honor the Mayor, Mr. Chairman, 

Ladies and Gentlemen: 

Since the “Kungsholm” entered the 
Delaware, on June 27, we have followed 
with great interest the newspaper ac- 
counts of the many festivities which 
have taken place in connection with the 
celebration of the “New Sweden” Ter- 
centenary. It is a source of very great 


pleasure to everyone that His Royal 
Highness, the Crown Prince, has re- 
covered from his recent illness and is 
able to be present tonight. 


If I may 
say so, our admiration has gone out to 
His Royal Highness, Prince Bertil, for 
the able and very charming manner in 
which he has represented his country 
during the absence of his illustrious 
father. 

It is indeed a most happy occasion 
when two great democratic nations join 
together to celebrate the anniversary of 
an event of such profound significance 
in the development of an entire con- 
tinent. 

Although the small Swedish colony 
founded on the shores of the Delaware, 
in 1638, maintained its independence 
for only seventeen years, the influence 
of Sweden in this country has been in- 
creasingly important for three hundred 
years. 

Sweden herself, although technically 
neutral during the War of 1776, was 
decidedly friendly to our cause, and a 
number of brilliant young Swedish offi- 
cials participated in the campaigns of 
the Revolutionary Army. 

Sweden was the first of the neutral 
countries to recognize the independence 
of the United States, and was the first 
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nation to conclude a commercial treaty 
with this country. As early as 1783 
Benjamin Franklin negotiated a treaty 
of “peace, amity and commerce” with 
Sweden, and this treaty, which contains 
our first statement of “the most favored 
nation” principle, became a model for 
subsequent commercial accords. 

The colony of New Sweden was 
formed by a trading company whose 
primary purpose was to secure for 
Sweden a share of the West Indian 
trade. The original colonists came to 
seek their fortunes in the new world. 
During the early years trading between 
Sweden and the American colonies was 
difficult and not particularly profitable, 
but even after the capture of New 
Sweden by the Dutch, and the subse- 
quent domination of both by the Eng- 
lish, trade continued to increase and 
the struggling colonies received sub- 
stantial supplies of much needed raw 
materials from Sweden during the War 
for Independence. 

After the Revolution immigration to 
this country from Sweden was pracli- 
cally negligible until about the year 
1840. At that time the tide of immigra- 
tion began to flow more strongly, and 
it has continued in substantial volume 
until very recent years. These new 
immigrants, like their predecessors, 
came to America for the purpose of 
creating new homes and achieving @ 
better economic status for themselves 
and their families. Almost all of them 
were farmers. They did not remain 
along the Atlantic seaboard, but moved 
westward to the rich farmlands of 
Illinois, Kansas, Wisconsin, Minnesota 
and the northwest. 

Many of them worked on the rail- 
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roads which were at that time being 
constructed for the purpose of making 
possible the development of the terri- 
tory where they wished to live. Some 
became lumbermen and others went 
into skilled crafts, such as furniture 
making and construction, but the great 
majority continued to be farmers. 
Minnesota was especially adapted to 
development by these active and indus- 
trious men. It was not unlike Sweden 
itself in climate and resources, and large 
numbers of immigrants settled there. 
According to the last census there 
were over one and one-half million first 
and second generation Swedes in 
America in 1930. More than half of 
these lived in the North Central states; 


ever, makes it clear that Sweden’s 
economic life is not nearly so “con- 
trolled” nor so “planned” as most of 


-the protagonists of economic manage- 


ment would have us believe. Perhaps 
after all they have mistaken the shadow 
for the substance. 

The Swede is essentially an indi- 
vidualist, with great vitality and ability 
to work. He has a highly developed 
sense of personal rights, a strong re- 
spect for law and order, and an innate 
love of freedom. The Swedes have been 
a free people for more than two thou- 
sand years. Liberty is a necessity for 
them; they could never be satisfied with 
anything else. 

Gustavus Adolphus, in laying the 


“According to the last census there were over one and one-half 
million first and second generation Swedes in America in 1930. 
More than half of these lived in the North Central states; namely, 


Illinois, Minnesota, Michigan and Nebraska. 


Today Chicago, 


with its suburbs, is the third largest Swedish city in the world, hav- 
ing two hundred thousand, Swedes.” 


namely, Illinois, Minnesota, Michigan 
and Nebraska. Today Chicago, with 
its suburbs, is the third largest Swedish 
city in the world, having two hundred 
thousand Swedes. 

It is not surprising, in view of our 
intimate relations, that American in- 
terest in Swedish institutions and the 
Swedish way of life has always been 
keen. In recent years this interest has 
been greatly stimulated by Sweden’s 
rapid and almost spectacular economic 
recovery from the world-wide depres- 
sion of 1929, 

It has often been said that Sweden 
is the outstanding example of a social- 
istic country; of a “controlled capital- 
ism”; of a “planned economy” that 
works. The question is often asked, if 
Sweden can “manage” her economy so 
successfully, why can’t the rest of the 
world do likewise? It is a challenging 
thought. Volumes have been written 
on the subject in recent years and these 
volumes have been avidly read by the 
American people. 

n examination of the facts, how- 
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plans for the founding of “New 
Sweden” declared that the colony 
should be an asylum for the oppressed 
of all nations; a free state where all 
should have equal rights and enjoy to 
the fullest extent possible the fruits of 
their own labor. 

I have mentioned this traditional love 
of freedom on the part of all Swedish 
people, because it is a trait which 
Americans and Swedes have in common. 
I have also mentioned it because in 
view of this national characteristic it is 
almost impossible to believe that the 
Swedish people would elect to live in 
a regimented economy where individual 
effort and thought are thwarted at every 
turn by authoritarian decrees and gov- 
ernmental “red tape.” A careful an- 
alysis of Sweden’s so-called “recovery 
program” corroborates this view. The 
high level of industrial activity attained 
by Sweden in recent years has not been 
due to governmental economic “man- 
agement,” but rather it has been due to 
dynamic economic forces inherent in an 
expanding industrial economy. It came 
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as the result of favorable world price 
movements, of expanding foreign trade, 
of a rising trend of industrial expan- 
sion, and above all, of increasing pro- 
ductivity of labor and capital. 

A fallacy that has wide currency in 
the United States is the belief that 
Sweden’s enviable prosperity during 
the last few years is attributable to her 
monetary policy. The notion is ad- 
vanced that Sweden deliberately “went 
off gold” in order to halt the deflation; 
that she has successfully stabilized 
prices; and that as a result the depres- 
sion has been routed and prosperity 
recreated. All of these claims are un- 
justified in the light of actual facts. 

In the first place, Sweden did not 
voluntarily abandon the gold standard; 
she was forced to suspend gold pay- 
ments because England did. Swedish 
bankers tried to secure a stabilization 
loan in New York just before the krona 
was severed from its gold base. The 
loan could not be secured at the time 
because of the general pressure on the 
world’s money markets. 

In the second place, prices were not 


“stabilized” by these monetary meas- 
ures. 


After Sweden abandoned gold, 
prices of domestic goods, and goods 
destined for export, continued to fall. 
The only prices that rose were those of 


goods imported from gold-standard 
countries. The apparent stability of the 
Riksbank’s index of consumption dur- 
ing this period was due to the rise in 
the prices of imported goods which 
offset the fall in domestic prices. 

It can hardly be claimed that this 
was an advantage to the Swedish 
people, as they had to pay more for the 
goods they bought while they received 
less for the goods they sold. 

Recovery did not become evident 
until the middle of 1933, when Swedish 
exports began to increase. The recov- 
ery stimulus thus came not from inter- 
nal monetary management, but from 
world demand. 

Another misconception prevalent in 
the United States is that our Govern- 
ment, in recent years, has followed a 
budgetary policy similar to that of 
Sweden’s. Swedish fiscal policy has 
been cited as proof that government 
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“pump-priming” is. an effective yet 
innocuous sure-cure for depressions. 

As a matter of fact very few Swedish 
economists make the claim that the 
budgetary deficits were responsible for 
turning the business tide. It is gener- 
ally conceded that extraordinary gov- 
ernmental expenditures for public 
works did not get under way until 
1934; but by that time business recov- 
ery had already been initiated by the 
increased foreign demand for Swedish 
goods and was forging ahead at a rapid 
pace. 

What is even more significant, how- 
ever, is that the fiscal philosophy that 
budgetary deficits are good in them- 
selves was never subscribed to in 
Sweden. The policy of restricting gov- 
ernmental borrowing to the financing 
of productive enterprises has been a 
firmly established tradition. As a re- 
sult, the Swedish nation has never been 
burdened with a large public debt in- 
curred for non-productive purposes. 
When the decision was made, therefore, 
to allow a budgetary deficit for a few 
years in order to provide the necessary 
funds for the alleviation of unemploy- 
ment, it was only with the determined 
understanding that the budget would be 
balanced during the ensuing years of 
prosperity. The loans were _ short- 
term loans. It was provided that the 
government obligations floated in 1933 
and 1934 should be repaid within the 


next seven years. 


Since recovery proceeded faster than 
had been anticipated, the loans were 
actually repaid within four years. By 
1935 the budget was in balance, and by 
July 1, 1937, final liquidation of the 
short-term loans was completed. 

Swedish pump-priming has differed 
in yet another respect from ours. Swe- 
den has a healthy fear of inflation— 
well remembering the devastating 
effects of post-war experience with a de- 
preciating currency on her close neigh- 
bor, Germany. As a result, Sweden 
has avoided the dangers of bank credit 
inflation, which come about when bank 
credit is created in large quantities for 
the purchase of long-term government 
obligations. 

In addition, Sweden’s public works 
program was so planned that it did not 
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compete with private industry for 
skilled labor, nor prevent the lowering 
of those wage rates which were found 
to be too high. Wages on public proj- 
ects were kept slightly below the levels 
prevailing in the same locality for the 
same kind of work. 

While speaking of wage rates and 
labor policy, it is significant that in 
Sweden the advance in wage rates did 
not outrun the advance in prices. 

It is also of interest to note that in 
Sweden the prevailing work-week is one 
of 48 hours. There have been no de- 
mands for a 30-hour week, nor even a 
40-hour week there. According to one 
of Sweden’s outstanding economists 
“the working people understand that a 
reduction of the working time would 


movement has also been an important 
factor in breaking up cartels and trusts 
which maintained prices at unjustifiably 
high levels. And here again we run 
into another popular American illusion. 

It is usually thought in this country 
that the codperatives in Sweden domi- 
nate industry and trade, whereas the 
truth of the matter is that only approxi- 
mately 10 per cent. of all manufactur- 
ing and 20 per cent. of retail and 
wholesale trade is carried on through 
cooperatives. Furthermore, the co- 
operatives are not subsidized by the 
State, but function on a business basis, 
paying dividends to their shareholder 
patrons. This marginal competition 
from the codperatives serves to keep 
prices of goods as low as possible, thus 


“Sweden, in fashioning her recovery program, did not embrace 
such panaceas as economic nationalism, inflation or curtailment of 
production—panaceas which history and experience have proven 


to be but cruel delusions. 


The basis of Sweden’s prosperity has 


been international trade and ever-increasing national productivity. 
That is the real lesson taught by the Swedish ‘experiments. 


seriously reduce the volume of output 
and hence the capacity of industries to 
pay high wages.” 

Another vitally important factor that 
has contributed materially to Sweden’s 
recent recovery has been her very mod- 
erate tariff system. Since Sweden’s ex- 
ports were in demand and at the same 
time her imports were varied and ob- 
tainable in many places, Sweden could 
have erected high tariff barriers in order 
to fortify her industries against the 
threat of foreign competition without 
fear of any serious reprisals. But Swe- 
den did not resort to any such short- 
sighted policy. Realizing that a coun- 
try must buy in order to sell, Sweden 
refused to try to palliate her temporary 
difficulties by trade strangulation. 

Partly due to Sweden’s devotion to 
the principles of international ex- 
change, Swedish prices have been much 
more flexible than they otherwise might 
have heen. Monopoly prices cannot 
well be maintained in the face of inter- 
national competition. The codperative 
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passing along to the consumer the 
benefits of improved technology and 
managerial efficiency. 

Time does not permit further ampli- 
fication of this analysis of the probable 
causes of Sweden’s recent outstanding 
recovery record. Enough has _ been 
said, I believe, to substantiate the con- 
clusion that the principles of economic 
liberalism are still very much alive in 
Sweden today. Fundamental economic 
truths have not been disregarded by 
either labor, or capital, or the govern- 
ment. 

Sweden, in fashioning her recovery 
program, did not embrace such pana- 
ceas as economic nationalism, inflation 
or curtailment of production—panaceas 
which history and experience have 
proven to be but cruel delusions. The 
basis of Sweden’s prosperity has been 
international trade and ever-increasing 
national productivity. That is the real 
lesson taught by the Swedish “experi- 
ment.” 

But this consideration of the influ- 
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ence of Sweden as a nation upon our 
current economic thought does not help 
us to evaluate the tremendous contribu- 
tion which has been made since the 
founding .of New Sweden by men and 
women of. Swedish origin and descent, 
to the intellectual, spiritual and ma- 
terial development of this nation. To 
appreciate fully what they have accom- 
plished through the years in moulding 
the character and upbuilding the pros- 
perity of important sections of our 
country, would require an_ intimate 
knowledge of the lives of hundreds of 
thousands of hard working but incon- 
spicuous individuals, which no one 
could hope to achieve. To obtain some 
degree of understanding, however, of 
the importance of the influence of 
Sweden in the past upon our culture, 
one may perhaps be permitted to refer 
to a few outstanding individuals as typi- 
cal of the rest. It will hardly be neces- 
sary for me to do more than mention 
the names of these men and women for 
you to see why this influence has been 
so disproportionately great in compari- 
son to the small number of Swedes who 
have come to our shores. 


As one looks backward over the in- 
tervening years, what an extraordinarily 
romantic group one finds to choose 
from! One hardly knows how to select 
from such a remarkable assemblage. 
Tonight I think that I will first remind 
you of that afternoon in 1850, when 
Jenny Lind, already known to the music 
lovers of the world as the “Swedish 
Nightingale,” drove from her steamer 
to the Irving House, while “handker- 
chiefs waved from balconies and win- 
dows, and flowers rained down on her 
carriage.” 

Even now our imagination can 
picture that evening a few days later 
when, at Castle Garden, she received a 
tremendous ovation and was acclaimed 
the greatest artist of her time. One 
would have thought that never again 
could such an event be repeated, but it 
was only a few years later that another 
great Swedish singer, Christina Nilsson, 
received a similar ovation in old Stein- 
way Hall. The impression which these 
two beautiful and gifted women made 
upon our public, not only because of 
their genius, but by reason of their 
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charm, sweetness and generosity, has 
lasted undiminished to this day. These 
great artists were simply the beginning 
of a long series of singers, musicians 
and actors and actresses of the stage 
and screen which Sweden has bestowed 
upon us to the enrichment of our ar- 
tistic culture. 

To illustrate what Swedish Americans 
have accomplished in the field of en- 
gineering, I would like to say a few 
words about one of the most dramatic 
scenes in our history. Our nation was 
at war, and a great crisis in the war 
had arrived. It was in the morning of 
the ninth of March, 1862. One of the 
most powerful squadrons of ships of war 
this country had ever assembled was 
lying in Hampton Roads. Unfortunately 
these ships of war were built of wood: 
and carried the light and somewhat 
primitive ordnance which had been in 
use in all the navies of the world up 
to that time. The day before the Confed- 
erate ironclad “Virginia,” reconstructed 
from the hull of the old United States 


frigate “Merrimac” and _ generally 


known by the latter name, had come 
out from Norfolk, and impervious to 


every attack which could be made upon 
her had sunk or captured two of our 
finest ships. The only thing which had 
saved the remainder of the Federal 
squadron was the coming of night. It 
seemed at the time that nothing could 
prevent the destruction then and there 
of the sea power of the North. But you 
all know the story. When the “Mer- 
rimac” left her anchorage that morning 
and approached the Federal ships, there 
advanced to meet her, from behind the 
wooden men-of-war, that diminutive 
“cheesebox on a raft” which had ar- 
rived from New York the night before, 
the Federal ironclad “Monitor.” There 
ensued that encounter which was 
destined to save control of the seas for 
the United States Navy, and to change 
the entire course of naval history. The 
design of that ship, the revolving turret 
which carried her guns, the raft-like 
structure which bore it, and the screw 
propeller which drove her, was the crea- 
tion of the genius of a Swedish engineer, 
John Ericsson, and the new type of 
heavy guns she carried, which so shat- 
tered the armor of the “Merrimac” that 
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sh2 was obliged to withdraw, were de- 
signed by another great engineer of 
Swedish descent, Admiral John Dahl- 
gren of the United States Navy. 

Other engineers and inventors of 
Swedish descent have made great con- 
tributions to the economic and indus- 
trial development of this country. For 
example, DeLaval and the brothers 
Ljungstrém, of the steam turbine, and 
Dalen of the automatic beacon, but I 
do not think it is too much to say that 
the work of Ericsson and Dahlgren, that 
morning on the calm waters of Hamp- 
ton Roads, saved the Union. 

Another of the great contributions 
which has made to us by the Swedes is 
in connection with the development of 
our merchant marine. All of us, espe- 
cially those who have engaged in the 
sport of yacht racing, know what splen- 
did sailors the Swedes are, but there is 
one man who, to my mind, exemplifies 
better than anyone else these fine quali- 
ties of seamanship. In the fall of 1926 
the British freighter “Antinoe” was ly- 
ing disabled in one of the worst gales 
the North Atlantic has seen in a genera- 
tion. Her 5.0.S. was answered by the 
“President Roosevelt” of the United 
States Lines. On her bridge stood an 
American seaman of Swedish descent, 
named Captain George Fried. For three 
days and nights the “President Roose- 
velt” stood by the “Antinoe,” while her 
captain used every device known to sea- 
manship to rescue the crew of the 
freighter. Again and again the “An- 
tinoe” was lost sight of in the moun- 
tainous seas and driving rain, and in 
the darkness of night, and again and 
again Captain Fried, with inexhaustible 
skill and tenacity, picked her up. 

At last the gale abated sufficiently for 
a boat to be launched and the crew of 
twenty-five was taken off the sinking 
vessel. Captain Fried was given com- 
mand of a larger ship, the “America,” 
and only three months later he was 
again the hero of perhaps the most bril- 
liant rescue ever made at sea. In the 
midst of a full gale the “America” 
answered the S.O.S. of the Italian 


freighter “Florida.” When the “Amer- 
ica” arrived on the scene the “Florida” 
was in a sinking condition and darkness 
was about to fall, but through his skill 
in maneuvering his ship Captain Fried 
was able to get a boat away which 
reached the “Florida” and brought back 
her entire crew of thirty-two before the 
“Florida” went down. You will re- 


member that on his arrival in New York . 


Captain Fried was presented with a gold 
medal by the mayor at city hall. 

I will mention only one other great 
American of Swedish descent. He is in 
himself the embodiment of all the vir- 
tues which the Swedes have: brought to 
us. The scientific and inventive mind, 
that indefinable quality which has been 
referred to as “imaginative realism,” 
the technical and practical skill, the 
courage, fortitude and tenacity, and the 
modesty which is characteristic of the 
race, are all found in him. I refer of 


course to Colonel Charles A. Lindbergh, 
whose career, I believe, has kindled the 
imagination of the American people 
more than that of any other man of our 
time. % 


I could speak to you of other 


soldiers, sailors, doctors, lawyers, writ- 
ers and educators almost without num- 
ber, but there comes to my mind the 
words of the Apostle Paul, in the 
eleventh chapter of the Epistle to the 
Hebrews, and with these words I will 
bring to a close an address which has 
already become too long. After enu- 
merating the fruits of faith in the old 
time the Apostle says: 

“And what shall I more say? for 
the time would fail me to tell of Gedeon, 
and of Barak, and of Samson, and of 
Jephthae; of David also, and Samuel, 
and of the prophets: 

“Who through faith subdued king: 
doms, wrought righteousness, obtained 
promises, stopped the mouths of lions, 

“Quenched the violence of fire, ¢s- 
caped the edge of the sword, out of 
weakness were made strong, waxed 
valiant in fight, turned to flight the 
armies of the aliens.” 
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and more of experience and familiarity with local business conditions have placed our organization in am 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


INTERNATIONAL 


Banco DE LA NACION ARGENTINA.—A 
marked increase in its savings deposits 
is reported by this institution, the total 
reported at the end of 1937 being 
$1,027,500,000, an increase of $99,376,- 
900 during the year, and the highest 
ever reported. 
function of savings, the Review, pub- 
lished by the bank, says that the view 
widely held, that savings deposits re- 
main permanently unproductive, is in- 
correct, since these savings reappear in 
the currents of industry, agriculture, 
and in other activities of the commun- 
ity through the medium of bank loans 
and discounts. 


NationaL BaNK OF AUSTRALIA 
Limirep.—This institution has recently 
attained its eightieth anniversary, and 
its latest report, presented to the meet- 
ing of shareholders at the annual meet- 
ing at Melbourne, May 28, indicates 
continuing prosperity, total assets at 
the date of the last balance-sheet being 
£53,400,000, a record figure. Gross 
profits for the last year also showed an 


advance of £117,000 over the preceding 
year, 


Nationa BANK OF GREECE.—The an- 
nual general meeting of shareholders, 
held at Athens, March 16, received a 
report showing an increase of deposits 
of 169 million drachmas for the year. 
aking into account the refunding of 
deposits in Egypt, owing to the aboli- 
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tion of branch offices, the real increase 
was about 570 million drachmas. The 
bank’s gross profit also showed an in- 
crease of about 16 million drachmas 
over the previous year. 


NETHERLANDS Bank N, V.—The gen- 
eral meeting of shareholders was held 
at the head office in Amsterdam, June 
7. A comparison of net profits for the 
period 1937-38 showed a decline from 
3,528,828 florins to 2,576,987 florins. 


Swiss BANK CorporaTtion.—In a book- 
let published by this institution much 
interesting information is given in 
reference to the currencies of the na- 
tions of Europe, and also presenting 
the regulations as to how much cur- 
rency may be taken out of the country 
by travellers—for whose information 
the booklet is especially designed. 


Banco CENTRAL DE LA REPUBLICA AR- 
GENTINA.—There is a paragraph in the 
annual report of this bank of peculiar 
interest to the United States of America 
at the present time. “It must not be 
forgotten,” says the report, “that in 
this problem of credit expansion a bud- 
get deficit plays a réle of preponderant 
importance. The introduction to the 
central bank law clearly expresses that 
‘if the state meets its expenses by re- 
sorting to bank loans, it brings about 
a growth in media of payment (whether 
it be in notes or deposits) which is not 
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justified by a corresponding develop- 
ment in business. Such a proceeding, 
therefore, places on the market an addi- 
tional volume of purchasing power 
which formerly did not exist. And if 
this increase is on such a scale that 
new savings entering the banks, and 
which are not used for new loans, are 
insufficient to counterbalance it, an in- 
flationary movement with all its notori- 
ous and pernicious effects is not long 
in starting. The nation has managed 
to suppress its deficit after a great and 
sustained effort. To maintain a bal- 


anced budget and avoid deficits in the 
provinces and municipalities is a matter 


of vital importance for the future 
soundness of the monetary system.” 


IMPERIAL BANK OF IRAN.—At the forty- 
ninth ordinary meeting of shareholders, 
held at the London office, July 6, net 
profits for the year ended March 20 
were £65,973 15s. 4d., which added to 
the amount brought forward gave a 
total of £119,007. After providing for 
a dividend of 7 shillings a share, a 
bonus dividend of 2 shillings per share, 
and taking into account the interim divi- 
dend of 4 shillings, a sum of £54,007 
was left to be carried forward. 


NATIONAL BaNK OF NEW ZEALAND.— 
At the sixty-sixth ordinary general 
meeting of shareholders, held at the 
head office in London, July 7, net 
profits for the year ended March 31 
were £105,726 17s. 1d., to which there 
was to be added £112,796 19s. 5d. 
brought forward. The interim dividend 
at the rate of 4 per cent. absorbed 
£40,000, and a further dividend at the 
rate of 5 per cent. £40,833 6s. 8d., 
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leaving £113,690 9s. 10d. to be carried 
forward. 


BaNnK OF ADELAIDE.—In addressing the 
annual ordinary meeting of sharehold- 
ers, May 4, Sir Howard Lloyd, chair- 
man of directors, said: “The profit and 
loss account shows a net profit of 
£65,788 for the year, an increase of 
£4,452 upon last year’s result, and of 
£12,061 upon that of 1933. In addition 
to this progress, the general tone of the 
bank’s advances has been improved by 
the good season and better trading con- 
ditions. As a result, we had hoped to 
increase the dividend rate, but that has 
been thwarted by a new consideration 
arising from projected legislation fol- 
lowing upon the report of the Royal 
Commission on Banking.” 


OTTOMAN BanK.—Ernest William Her- 
bert Barry, manager of the London 
office of this bank since 1898 and a 
member of the Committez since 1909 
died on June 28. 


CoMMERCIAL BANK OF _ SCOTLAND 
Limitep.—Field Marshal the Right 
Honourable Lord Milne, G.C.B., 
G.C.M.G., D.S.0., LL. D., has been 


appointed Deputy Governor in succes- 
sion to the late Lord Mackenzie. 


Uxster DeveLopMeNT CounciL.—The 
Council has issued a new brochure en- 
titled “Opportunities for Industry” 
which sets forth the advantages offered 
to manufacturers who wish to establish 
plants in Ulster. Copies are available 
on application to the Secretary, Ulster 
Development Council, Ministry of Com- 
merce, Belfast. 
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Current conditions in Canada 


HE Monthly Letter of the Bank 

of Montreal dated July 22, 1938, 

comments as follows on_ the 
Canadian situation: 

“In two important respects the mid- 
summer outlook in Canada is much 
better than it was a year ago. While 
general business was in the main fav- 
orable in July, 1937, and industrial 
production was reaching high levels, 
operations in a number of manufactur- 
ing centres had been interrupted by 
more or less serious labor disturbances. 
Labor disturbances this summer have 
been comparatively few and isolated. 
Last year, also, the country was facing 
a western crop situation of unusual 
gravity and the worst fears expressed 
in July, unfortunately, were realized as 
the crop year closed. No such unfav- 
orable element is present this year, the 
western crop outlook being favorable, 
with preliminary estimates of yield 
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reaching a high percentage of normal. 
One of the most satisfactory features of 
this condition is the recovery which is 
promised in the drought areas in the 
southern part of the three prairie prov- 
inces. Favorable moisture and other 
growing conditions have brought these 
districts back into production. Wheat 
now is well headed throughout the 
southern territory, while in south- 
central Manitoba and northern Sas- 
katchewan, where moisture conditions 
were unsatisfactory for some weeks, 
local rains had alleviated the situation 
by the middle of July. Feed crops are 
described as promising, and fair to 
good hay crops are being realized. In 
Quebec, Ontario, the Maritime Prov- 
inces and British Columbia the condi- 
tion of the crops in general is reported 
as varying from good to excellent. In- 
deed, it may be said that ripening con- 
ditions throughout the Dominion are 
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highly promising as maturity ap- 
proaches, and the outlook for a good 
harvest increases with the gradual con- 
traction of the period in which serious 
damage may occur. As against these 
favorable features may be set the re- 
action upon industry in Canada of con- 
ditions prevailing in the United States, 
which has resulted in a marked drop 
in exports of natural products to that 
country, and in curtailment in a wide 
variety of manufactures, notably news- 
print, textiles and automobiles.” 


CANADIAN developments, according to 
the Monthly Commercial Letter for July 
of the Canadian Bank of Commerce are 


proceeding favorably. The first part 
of the most critical new crop period 
passed with perhaps less variation from 
the good prospects of the earlier part 
of the season than for several years. In- 
dustrial production, though pointing 
downward under seasonal influences 
accentuated by a series of external de- 
pressants over the past twelvemonth, 
was moderately higher than was ex- 
pected, except in the forestry group, 
while newsprint production was close 
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to, if not fully equal, to that of May; 
conditions in the lumbering unit were 
distinctly less favorable owing to a fire 
hazard of unusual degree in the major 
logging areas of British Columbia and 
to further weakening tendencies in for- 
eign markets for wood products which 
made it impossible for lumber and pulp 
operations to maintain their compara- 
tively good records of former months. 
Thus, many logging camps were forced 
to close, and production, which in the 
first five months of the year was only 
6 per cent. below that of the like period 
of 1937, turned sharply downward, 
while overseas exports, which were 14 
per cent. greater than in the January- 
May term of last year, are believed also 
to have been curtailed in June; at least, 
the demand for lumber in some im- 
portant markets was not as strong as 
in preceding months. Moreover, sev- 
eral pulp mills dependent on foreign 
markets, notably those requiring pulp 
for rayon manufacture in the Orient, 
found it necessary to suspend opera- 
tions. Improvement occurred, however, 
in a few other industrial groups, the 
textile trades, for example, while activ- 
ity in some automotive centres was 
above the production schedules ar- 
ranged early in June. 

Coincident with the foregoing de- 
velopments was an upturn in world 
commodity prices which added strength 
to the Canadian economic system, the 
rise in quotations for non-ferrous base 
metals helping to maintain production 
in the domestic fields, whereas a month 
ago signs of slackening were evident. 


_ 


THE Royal Bank of Canada reports that 
Canada’s exports to South American 
countries have more than trebled dur- 
ing the past five years, but her imports 
from these countries have also shown 
great expansion and still greatly ex- 
ceed the value of Canadian products 
sold on that continent. Exports during 
the fiscal year ended March 31, 1938, 
had a total value of $19,000,000 while 
imports for the same period were worth 
$23,640,000. 

This bank states that current water- 
borne shipments of lumber from British 
Columbia for the first quarter of this 
year exceeded all previous recor 
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THREE NEW IDEAS 


rectors of the Manchester Bank 

(St. Louis, Mo.) gave a dinner 
dance at the Hotel Coronado. Those 
present included the personnel of the 
bank, and also the personnel of the 
Northwestern Trust Company, another 
and slightly larger St. Louis institu- 
tion. 

The reason why the Northwestern 
people were thus entertained is because 
both banks had been contesting with 
each other to see which one could se- 
cure the most new business during a 
stated period. It was agreed that the 


O* the evening of June 16, the di- 


winners would be the guests of the los- 
ing bank at a banquet. 
This inter-bank rivalry stimulated 


the personnel of both institutions to 
do their utmost to outdo each other. 
Even the customers of each bank en- 
tered into the spirit of the thing and 
tried to help out. 

The result of this unique idea is in- 
teresting. The employees of the North- 
western Trust secured new business 
totaling $350,000; those of the Man- 
chester Bank lost out by the exceedingly 
slim margin of only $2000. The de- 
posits of both banks are now at their 
highest figure since the bank mora- 
torium, 

If there have been other inter-bank 
contests on the securing of new busi- 
ness, we would like to know of them. 
But as things stand at present a “first” 
goes to these St. Louis institutions. 

Both President John P. Meyer of the 
Northwestern, and President James P. 
Hickok of the Manchester, agree that 
the contest was highly successful—and 
that they may stage another one like 
it in a year or so. 

_ Another stimluating endeavor is be- 
ing conducted at the Savings Bank of 
Utica (N. Y.) by Miss Sophie Hurd, 
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director of the bank’s home service de- 
partment. 

This department revolves about a 
demonstration kitchen located in an up- 
stairs room. Housewives congregate in 
the kitchen once a week and there re- 
ceive a course of six free lessons on the 
purchasing of food supplies, planning 
of meals, kitchen arrangement, kitchen 
utensils, and the cooking of plain, ap- 
petizing and wholesome dishes. 

The idea behind it all is that most 
families have to operate on a restricted 
budget. If money can be saved in food 
expense at no sacrifice to health or 
good eating, it makes for more efficient, 
scientific home management. And when 
money is saved, it means that there is 
just that much more available for de- 
posit. 

The demonstrations are open to any- 
one wishing to attend—no restrictions 
being placed on whether the housewife 
has an account,at the bank or not. 

This is certainly a splendid, helpful 
way to cultivate community good-will 
and render, at the same time, a much 
needed community service. 

The third new idea is still somewhat 
nebulous, but it might turn out to be 
the handwriting on the wall. 

Out in Los Angeles, California, there 
is a department store known as the 
Eastern Outfitting Company. Among 
other things, it sells house furnishings. 

Working with bankers, business men 
and architects, J. M. Sieroty, president 
of the store, has developed a plan 
whereby the store, under a subsidiary 
organization, builds homes costing less 
than $5000—the primary idea is to sell 
home furnishings and these furnishings 
are planned out first and then the house 
assembled to suit the furniture arrange- 
ment. 

The houses will be built on steel 
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beams resting on concrete piers, and at 
present will be financed through the 
FHA with the regular 10 per cent. down 
payment. The department store makes 
no profit from the houses themselves— 
but it does sell its furnishings by 
stimulating the market for them. 

Perhaps~ similar plans, on even a 
wider scale, may some day be con- 
ducted by local business men‘and their 
bankers. 


— 


Letters of a Business Man to His Son 


The series of ads, each with the above 
heading, that has been running over the 
signature of the American National 
Bank and Trust Company (Chicago, 
Ill.) has been commented upon fre- 
quently in this department and in other 
banking and advertising publications. 
Each ad combined an easy style of 
writing, some “David Harum” common 
sense, a degree of banking education 
and, written between the lines, a liberal 
sprinkling of paternal devotion. 

Forty-eight of these ads have been 
published in booklet form by the bank. 
They form an impressive record of the 
finest kind of public relations work as 
expressed through paid advertising. 

Each of the ads (or rather, the let- 
ters) revolves around some particular 
banking point and the series runs the 
whole gamut from checking services 
through thrift to foreign exchange and 
trust matters. 5) 

In the ease of writing, and the excel- 
lence of expression, the first of this 
series is typical of the rest. It is on 
“The significance of checks as ‘cur- 


rency.” Here is the ad: 


Dear Son: 

I’m enclosing the semester’s school ex- 
pense check and charge you solemnly with 
taking good care of it.’ That means, first, 
depositing it in your bank; and _ second, 
drawing upon it judiciously. You'll come 
to find there is scarcely a convenience in 
the business world which has grown to be 
so much of a necessity as a checking ac- 
count, 

I’ve just been reading that more than 
80 per cent. of the commerce in ‘this coun- 
try is carried on by checks instead of: U. S. 
currency and coin. What if we had no 
banks willing to let depositors—you and 
me—draw upon them for our money by 
means of a written order; and what if that 
order—our check—didn’t pass for currency 


168 


with the people to whom we wish to pay 
money ? 

Instead of mail trains carrying business 
remittances back and forth in small en- 
velopes, we'd have freight trains hauling 
currency and silver around in barrels. And 
it would keep us broke paying the Federal 
taxes required to cover the cost of re- 
habilitating worn-out dollar bills and re- 
placing worn-out nickels. 

So your bank, my son, is something of 
an institution after all, providing a service 
which has facilitated American commerce 
and industry more than you or I ever 
dreamed of. Cordially, 

Dad, 


This department hopes to see more 
of these letters in the future. But if 
the series is now completed, we hope 
that someday the bank runs these ad- 
vertisements all over again—people’s 
memories being as short as they are. 


_ 


7500 Milwaukee Families Salute This 
Queer Contraption 


The above heading, a “stopper” if 
there ever was one, graced a recent ad 
published by the First Wisconsin Na- 
tional Bank of Milwaukee. The “queer 
contraption,” as illustrated in the ad, 
is the first automobile made in Mil- 
waukee. For the year 1889, it was 
quite a contraption, too. Today (the 
ad explains) some 7500 Milwaukee 
families owe their livelihood to the 
automotive industry, which is one of 
the five largest in the Milwaukee area, 
and which produces products valued at 
$42,000,000 annually. And 10 of Mil- 
waukee’s leading 15 makers of auto- 
mobile parts and bodies, bank at the 
First Wisconsin. 

Another in this series of industry ads, 
tells how the products of Milwaukee’s 
meat packers are valued at $46,000,000 
a year; and how 8 of the 14 meat pack- 
ers in Milwaukee do their banking with 
the First Wisconsin. 


_ 


New England Harvests Another 
Bumper Crop 


So proclaims an ad of The First Na- 
tional Bank of Boston (Mass.) only in- 
stead of something to eat, the “crop” 
has to do with the June graduates from 
New England scientific schools and col- 
leges. Copy reads: 
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No other section of the country offers 
so great a concentration of educational in- 
stitutions as is to be found in New Eng- 
land. And no industry or agricultural pur- 
suit within New England could offer more 
lasting benefits to this area than its 12,000 
schools and colleges. 

This month more than 10,000 men and 
women will receive diplomas from colleges 
and scientific schools here. The majority 
of these graduates will remain in New Eng- 
land to apply the benefits of their educa- 
tion. Thousands who leave to make their 
homes in other sections will carry a mag- 
netic memory of New England which will 
draw them back each year for their vaca- 
tions. 

Congratulations to the graduating classes, 
and to these institutions, so many of which 
we are privileged to serve. We commend 
their continuing efforts to maintain New 
England’s leadership in the indispensable 
service of education. 


This ad had for its pictorial back- 
ground, two illustrations—the one at 
the top, preceding the heading, was an 
old engraving depicting a graduation 
scene of long ago; the one at the bot- 
tom reproduced a photograph of a mod- 
ern graduation scene. The latter fol- 
lowed the copy and signature,- and in 
turn was followed by a line reading: 
“New England’s Oldest and Largest 
Banking Institution.” 


_ 


Billboards Sell Travelers Cheques 


During June, California Bank (Los 
managed to obtain a little 


Angles ) 





more than its share of the travelers 
cheque business in Los Angeles County 
through advertising with 24-sheet post- 
ers, window display reproductions of 
those posters throughout all branch 
offices, newspaper advertising and state- 
ment: stuffers. During the first six 
months of this year travelers cheque 
sales in this bank were down but 15 
per cent. as against a drop of from 
20 per cent. to 23 per cent. for other 
L. A. institutions. One of the 24-sheet 
posters is reproduced herewith. 


_ 


75th Anniversary of Chicago’s 
First National Bank 

On July 1, The First National Bank 
of Chicago (Ill.) celebrated its’ 75th 
birthday.. In commemoration of this 
event it published a most attractive 
booklet featuring a comparison of its 
first published statement of condition 
with that of June 30, 1938—a number of 
interesting sketches ‘from events in its 
history—a_ brief_ resume of such im- 
portant happenings as the Chicago Fire, 
the Panic of 1873, the collapse of the 
U. S. banking system in 1893, the pro- 
tective action of the Chicago Clearing 
House in 1905,—and a short report 
of the progress made by both bank and 
city during the past 75 years. 

One page of reading matter towards 
the end of the booklet is modestly 





One of the 24-sheet outdoor boards which played an important part in the California 


sere seepaetreane 


Bank’s travelers cheque campaign. 
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DAY Irving Trust 
Company opens an im- 
portant office to serve the 
Rockefeller Center business 
area. Located at 24 West 48th 
Street, facing Rockefeller 
Plaza, it offers a full range of 
commercial banking and trust 
services for local, national and 
international business. Mod- 
ern safe deposit facilities are 
provided. Among special fea- 
tures for the convenience of 
customers is a separate de- 
partment for the cashing of 


| 


Re 


=| | a 
IRVING [RUSiPs@OM PANY 





This advertisement, announcing the 

opening of a new office, drives the 

fact into the reader’s consciousness 

by its excellent photographic tech- 
nique. 


headed « “Advertisement.” This is so 
unusual and frank that one’s interest 
impels a reading of it. With dignity, 
the “advertisement” pays tribute to the 
sound management which has enabled 
the bank to enjoy the confidence and 
continuing support of its customers and 
correspondents. It also reveals an in- 
teresting and unusual fact in that “The 
chairman, the president, the senior 
vice-president, and the cashier began 
their banking careers in the same bank 
of which they are now executives. These 
and many other officers occupying key 
positions, who have come up from 
clerks, bookkeepers, tellers, apply to 
today’s financial problems not only 
their own experience but also the cumu- 
lative experience of the bank.” Were 
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this page set in usual display ad form ~ 
it probably wouldn’t receive half the 
interested attention accorded to it—nor — 
would it be in keeping with the tone 
of the rest of the booklet. 

Supplementing the booklet, the bank 
ran a group of advertisements in 
Chicago newspapers. The ads, measur- 
ing 8% inches by 1114 inches were 
striking because they let newspaper re- 
ports speak for the bank. For example, 
one ad showed a sketch illustration of 
the bank’s lobby in 1873. Like others 
in this series, three-fourths of the ad 
was illustration. Near the right margin 
was a column of press comments from 
the “Chicago Tribune’s” issue of Sep- 
tember 27, 1873, and another report 
from the columns of the same paper 
on the following day. Each of the 
other ads was similarly treated— 
dominant illustration and a column of 
press comments mentioning the First 
National in connection with the event 
presented. 

Along the bottom of the ad appears 
the bank’s signature in heavy block 
type; beneath the signature in light 
script type, the words: “75th Anni- 
versary.” There is no other “copy.” 

By depicting exciting scenes from the 
bank’s history, and explaining them by 
the reprinted news comments at the 
times that they happened, the bank has 
achieved a most unusual and effective 
commemoration to its turning into the 
final quarter of a century of community 


service. 
—_— 


Opening a New Office 


Recently, JIJrving Trust Company 
(New York City) opened a new office 
in Rockefeller Center, facing Rocke- 
feller Plaza. To signalize the event 
the bank ran an announcement ad in 
New York City newspapers. The ad, 
through artistic photographing and re- 
stricted copy, captured the modern 
spirit inherent in the Rockefeller group 
of buildings. So capably does it suc- 
ceed in implanting the new association 
between the Irving and Rockefeller 
Center, that we reproduce it herewith. 
Those of our readers who are familiar 
with Rockefeller Center will appreciat? 
its artistry. 
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By MARSHALL C. CORNS 


HERE is a book on the timely and 
important subject of bank management. 
Good management, says the author, 
means that definite policies will be formu- 
lated for the conduct of bank operations; 
that loaning policies will be set up accord- 
ing to the particular district in which the 
bank is located; that investment policies 
will be adopted which give consideration 
to secondary reserve requirements and the 
nature of the business handled, and that 
the personnel of the bank will be qualified 
to follow its policies. The adoption of 
these policies means good judgment and 
successful growth; the avoidance means 
trouble and ultimate loss. In this book 
the author outlines a plan of procedure 


for putting such policies into effect. 


Price $1 delivered 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 
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The Silent Partner 
The American National Bank (Nash- 


ville, Tenn.) is producing a new series 
of advertisements dramatizing the fact 
that banking is “The Silent Partner” to 
industry and agriculture. One ad 
shows a tobacco crop, above which 
stands a cartoon drawing of a tobacco 
leaf, symbolizing the silent partner. 
Another illustrates a wheat thresher, a 
cartoon drawing of a sheaf of wheat 
being indicative of the silent partner. 

The copy is nicely handled. In the 
tobacco ad, for example, the copy 
reads: 


Raw products are valuable in relation to 
the value of the finished product. 

The processes from grower to the ulti- 
mate consumer create industry and employ- 
ment. The supplying of credit in the vari- 
ous steps of processing is the part of the 
“Silent Partner.” 

The American National Bank makes such 
loans to businesses and individuals for 
every constructive purpose. Its assistance 
to the industry and employment of this 
section is best attested by the fact that 47 
per cent. of all bank loans made by Nash- 
ville banks were made by this bank. 


=a 


It’s Your Witness 


Another “stopper,” the above head- 
ing gains attention to an ad signed by 
The Broad Street National Bank (Tren- 
ton, N. J.). The copy is short and 
pointed: 

“When you pay bills by check, your 
cancelled check voucher automatically 
furnishes you with a receipt as witness 
of the transaction. It’s safer to make 
payments this way . . . convenient and 
economical, too. 

“Thousands of people in Trenton have 
checking accounts at this bank. 

“We invite you to open your account 
here.” 


a 


In the Spotlight 


From the unusual “Dun & Brad- 
street” series of The Cleveland Trust 
Company (Cleveland, Ohio) we learn, 
from two new ads, that: “Of the 735 
Cleveland firms listed in the Dun and 
Bradstreet Reference Book with capital 
of $125.000 or more, 415 or 56 per 


cent. are customers of this bank”; and 
similarly of the 461 firms rated between 
$35,000 and $125,000, 277 or 60 per 


cent. are customers of the bank. 


“75 Years Serving New Haven” is 
the title of an attractive booklet issued 
by The First National Bank and Trust 
Company (New Haven, Conn.) which 
presents a brief history of the bank and 
also tells of the facilities currently 
available. The bank also announced its 
anniversary with full page advertise- 
ments in the local press which high- 
spotted the bank’s record of steady 
growth since Civil War days. 


“Vacation Time offers an _ oppor- 
tunity to review your family plans” 
states the first paragraph of an ad by 
Fidelity Union Trust Company (New- 
ark, N. J.). The ad advises the reader 
to first consider his will and bring it 
up to date; then to consider the choice 
of his executor; and thirdly to consider 
his trust funds so that his family may 
have a regular income—such consid- 
eration to include naming the bank as 
trustee. The ad was headed “Time for 
Thought—During quiet summer days.” 
It was published in the New York Times 
and the New York Herald Tribune. 


A new advertising campaign by Bank 
of Montreal stresses loans for modern- 
ization under Canada’s H. I. P.—Home 
Improvement Plan. The ads are de- 
signed to stimulate the reader so that 
he will inspect his home, farm and 
barn for needed repairs. Copy, while 
explanatory, is brief and pointed. Il- 
lustrations are appropriate pen and 
ink sketches. Sample headings are: 
“Keep Your House Fit”; “A Physical 
Examination for Your House”; “Arrest 
Deterioration of Home Buildings”; and 
“Modernize Your Farm Houses and 
Barns.” 


“The Romance of Saving” is a four- 
page folder—‘a friendly chat about 
savings’’—sent each month to depositors 
of the Home Savings Bank (Boston, 
Mass.). One item on “Bizzness” we 
quote here for the entertainment of our 
readers: 

“Here’s a composition from the pen 
of a small-boy author. It’s about busi- 
ness. ‘Bizznes,’ he writes, ‘is what a 
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feller’s father does so as not to go fish- 
ing with his son. It also gives him a 
good excuse not to come home to sup- 
per when we have spinach. Some men 
may be in bizzness for there health. My 
father isn’t. He is in bizzness to make 
money. Only he doesn’t make any. 
My father sez a man works like a dog 
all day in his bizzness and what does 
he get out of it. Nothing sez my 
father except high blood pressure. So 
I will finish my story on bizzness by 


saying that I can’t see much cents in 
bizzness.’ ” 


In an effort to bring banking closer 
to the community it serves, the Mercan- 
tile Bank (Hammond, Ind.) is engaged 
in a comprehensive program of public 
relations. The program includes a 
series of informal discussions over the 
radio by F. D. Gorsline, president, and 
a series of public addresses by C. W. 
Tompkins, cashier. 


Who’s who in bank public relations 


Miss Sutton hails from Kingston, 
N. Y. While she was growing up, she 
used to watch the Hudson River flow 
southward on its way to the Big City. 

One bright day she got tired of just 
watching, so she followed the Hudson, 
arrived in New York, located Columbia 
University, entered its sage portals, and 
there became well acquainted with the 
upper strata of knowledge. 

In due time the “westward ho!” in- 
fluence became too much for her, and 
in 1928 she popped up in Chicago, 
working for the Macmillan Petroleum 
Corporation. 

When the Century of Progress began 
to take over. that breezy city in 1931, 
it took over Miss Sutton, too. For two 
years she helped the Exposition along 
the road to success by working in the 
Administration Building trying des- 
perately to keep the visiting fireman 
quiet. 

Then, in 1933, Miss Sutton bade fare- 
well to Chicago and said “hello” to 
The American National Bank of Kala- 
mazoo (Mich.) which was established 
in that year. 

Since that time, she has been adver- 
tising manager of the bank. She has 
the distinction of being the only woman 
member on the Board of Directors of 
the Financial Advertisers Association. 

Betty Sutton lives in Kalamazoo (at 
519 Wheaton Avenue) and is a member 
of the Kalamazoo Business and Profes- 
sional Women’s Club. 

Her hobbies (when she gets a chance 
to indulge in them) are browsing 


Miss Betty Sutton, Advertising Man- 
ager, The American National Bank, 
Kalamazoo, Michigan. 


through books—browsing among flow- 
ers—and browsing with her dog, as 
pert, lively and likable little Scottie 
as one could wish for. 

As for sports, our informant reports 
that she delights particularly in horse- 
back riding; next best is horesback rid- 
ing; next best is horseback . . . well, 
you get the idea. 

When it comes to vacation time, that 
“westward ho!” influence still influ- 
ences. ‘Just let the opportunity present 
itself and—whoosh—Betty’s in Cali- 
fornia again. 
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BOOKS for BANKERS 


Tue Comine Rescue Inriation. By L. 


L. B. Angas. New York: New Era 


Publishers, 1938. Pp. xii-34. $1.00. 


Major AnGas has once more furnished 
us with his estimate of the current 
situation and of the probable future 
developments. As is usual in his pam- 
phlets, he also discusses a number of 
things which are not relevant to his 
major thesis. It is interesting to learn 
his point of view, for, whatever it may 
be, he is never dull in his presentation 
of it. 

His major argument is that the prin- 
cipal cause of the existing Roosevelt 
depression is largely fear—fear of 
Roosevelt and what he may do, fear of 
war and its consequences. This is un- 
doutedly correct. He is also correct in 
thinking that the result of this fear has 
been, as he expresses it, a “bull market 
in money” or a hoarding of cash. Of 
course, a bull market in money means 
a bear market in commodities and se- 
curities. He is also correct in calling 
attention to the fact that the present 
depression is quite different in its causes 
from the two which immediately pre- 
ceded it. 

His proposed cure of the existing 
situation does not appear so reasonable 
as his explanation of the causes. He 
believes that money and bank credit 
should be inflated to offset the hoard- 
ing and reduced velocity of both. Theo- 
retically he is right. However, it is 
not certain that such inflation could be 
controlled, as he believes. He thinks 
that those who are hoarding money and 
credit should be scared by inflationary 
measures to the point where they would 
spend both and thus bring about a busi- 
ness revival. It is questionable, how- 
ever, whether the way to remove one 
fear is by creating a new one. 

Major Angas believes that the pres- 
ent depression will not last long. It is 
his opinion that people with funds will 
soon lose their fear of Roosevelt and 
that, to this change of heart, will be 


added the stimulus of the inflationary 
measures recently taken or proposed by 
the Federal government. It will not be 
long, therefore, as he sees it, before 
there will be an upturn in business. 
Hence, now is the time to buy stocks. 

As an appendix, he includes one of 
his recent “digests” on “Managed 
Money as a Cure for the Slump.” In 
this he takes occasion to enlarge on 
one of his hobbies—managed money— 
and to pay his respects to “money 
cranks” of various types. 

This booklet cannot be recommended 
as a safe guide to the investor, but it 
is highly recommended as an excellent 
tonic and stimulus to the banker and 
investor who has allowed his thoughts 
on current conditions and prospects to 
stagnate. 


THe Marcin Traver. By Kemper 
Stimpson. New York: Harper & 
Brothers, 1938. Pp. vii-170. $2.00. 


THE practice of margin trading and the 
consequences which result from it have 
here been analyzed for the first time 
in book form. This volume has grown 
out of the author’s researches as former 
economic advisor of the Securities and 
Exchange Commission, and it gives con- 
sideration to both the practical and the 
theoretical aspects of the problem. 

The reader is first introduced to mar- 
gin trading and traders in general with 
particular emphasis on the objectives, 
numbers and success of margin buyers 
and short sellers. Then the broker 
is discussed and shown to be in most 
cases a margin trader himself. The 
reader is then taken into the securities 
exchange, or “gamblers’ casino,” and 
into the commercial bank, whose func- 
tion, he finds, has become somewhat 
warped. The remainder of the book 
considers the effects of margin trading 
on industry and its relation to the busi- 
ness cycle. There is also a sizeable ap- 
pendix of tables and “exhibits.” 

Margin traders and students of our 
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economic system will be interested in 
this book, and to those who overlook 
the slightly facetious note and the ten- 
dency to reduce the activities of govern- 
ment officials to the strutting and fight- 
ing of just so many roosters it will 
prove a clearly-written critical study 
of a process believed to be harmful to 
our business and finance. 


THe THEORY OF INVESTMENT VALUE. 
By John Burr Williams. Cambridge: 
Harvard University Press, 1938. Pp. 
xxvii-613. $5.00. 


THE first aim of this book is to outline 
a new science to be known as the Theory 
of Investment Value and to make it 
into one department of the field of 
economics. This new science embodies 
a set of principles similar to those of 
the theories of money and of inter- 
national trade. 

Investment Value is defined by the 
author as “the present worth of future 
dividends, or of future coupons and 
principle, . . . the critical value above 
which he (the investor) cannot go in 
buying or holding without added risk.” 
For all those investors who are unable 
to foresee market changes and who do 
not wish to speculate on prices Mr. 
Williams recommends this new method 
of estimating investment value as a 
guide in buying and selling. 

This book shows how the dividends 
a company will pay in the future can 
be forecast by several methods, includ- 
ing that of “algebraic budgets,” which 
use estimates of earnings, capital struc- 
ture, and future growth of a company. 
The use of simple algrebra in many 
parts of the book will not be a serious 
drawback to the non-technical reader, 
and indicates great promise in the use 
of mathematics in Investment Analysis. 

Having established his primary 
theory, the author proceeds to his in- 
cidental purposes of relating abstract 
economics to practical investment prob- 
lems, and a determination of the most 
important problems of investment to- 
day. He has included several test cases 
of the method of analysis of future in- 
vestment values, which, he remarks, are 
not intended as forecasts of a coming 
move in stock prices. 
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This book will be of particular in- 
terest to the intelligent investor, the 


investment analyst, and the economic 
theorist. 


SociaAL Security LEGISLATION AND Ap- 
MINISTRATION. Chicago: La Salle Ex- 
tension University. Pp. 70. 


“WHEN are wages not wages?” and 
other seemingly foolish but actually vi- 
tal questions are answered in this read- 
able analysis of the existing social se- 
curity legislation. The main principles 
of the Social Security Act, such as the 
percentage contributed by the employer 
and by the employee are generally un- 
derstood, but there are a host of minor 
complications arising out of details in 
the Act and interpretations of it which 
no employer can afford to ignore. For 
him an explanation, not an evaluation, 
is needed and that is just what this 
impartial study affords. There is, for 
example, the question of meals. Room 
and board furnished by an employer 
constitute taxable wages, but supper 
money does not. A distinction is made 
between wages paid in kind and ser- 
vices and privileges provided by an 
employer for his own convenience. 
Medical and dental services, sick bene- 
fits, life insurance premiums, free 
lunches, directors fees and traveling ex- 
penses are just a few of the items which 
must be correctly decided upon. In 
deciding upon them the employer who 
is not fully informed will find this 
booklet a valuable source of informa- 
tion and protection. 


SPECULATION, Stock Prices anp IN- 
DUSTRIAL FLuctTuaTions. By James 
Alexander Ross. New York: The 
Ronald Press. 1938. Pp. XVI-426. 
$4.50. 


THis volume presents one of the most 
comprehensive studies of stock specula- 
tion which has yet been prepared. The 
first three chapters contain an analysis 
of the theoretical aspects of this ques- 
tion, including a summary of the opin- 
ions of the outstanding economists. 
The next three chapters relate the 
theoretical to the practical phases of 
the problem. The author discusses 
among other matters, the relationship 
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of the value of a stock and its market 
price, and of speculation and interest 
rates. 

In the remainder of the book, he 
deals primarily with the practical sides 
of speculation and stock prices. These 
chapters are not in any sense a specu- 
lative guide or hand-book, but they 
present the results of a long and care- 
ful study of stock speculation as it has 
been conducted in recent years. The 
author discusses the experience of the 
general public, brokers and dealers. He 
analyzes the magnitude of speculation 
on the New York Stock Exchange. He 
explains the functions of stock ex- 
changes, especially as a means of 
speculation. He discusses the various 
factors which affect speculation, types 
of professional speculation, speculation 
in times of prosperity and depression. 
In the final chapter he outlines the re- 
lationship of stock speculation to the 
production cycle. 

He does not attempt to tell the 
reader how to obtain profits from 
speculation, but he does present a 
serious analysis of the structure and 
functions of the stock market as a 
speculative organization. For _ this 
reason, it should be of particular value 
to the constructive banker. 


THE Lawyers OF DICKENS AND THEIR 
Cierks. By Robert D. Neely. Bos- 
ton: The Christopher Publishing 
House. Pp. 67. $1.25. 


Tuat this presentation of the portraits 
of the lawyers that figure in the pages 
of Charles Dickens should have been 
made by one who is himself a lawyer, 
is rather remarkable, for Dickens had 
a very poor opinion of the lawyers and 


courts of his time. By vigorously ex- 
posing the law’s delays, and painting 
in vivid color the character of the law- 
yers, his pen was of no small influence 
in bringing abou reforms in judicial 
proceedings, and it may be fairly in- 
ferred that, if ‘the lawyers were any- 
thing like as bad as Dickens represented 
them, their character has been improved 
by time. 

Mr. Neely was, perhaps, moved to 
bring to light the character of the law- 
yers and courts as set forth in the pages 


of Dickens because of a belief that some 
of the evils of that time yet linger, al- 
though they must have greatly di- 
minished in the course of time. 

A word must be said in behalf of 
the lawyers as Dickens portrayed them. 
It was the fault of this great author 
to lay his colors on with a heavy brush. 
He was prone to create extreme types, 
rather than human beings whose lives 
are, as Shakespeare remarked, “Of min- 
gled yarn, good and ill together.” His 
good people are angelic, his bad ones 
satanic. But, for all this, Charles 
Dickens has bequeathed in his works 
treasures of enduring value to mankind. 
And whoever does anything to direct 
attention to them deserves commenda- 
tion. This Mr. Neely has done, and in 
a most interesting way. 


CoRPORATION FINANCE. By Kenneth 
Field. New York: The Ronald Press 
Company, 1938. Pp. xxx-529. $4.00. 


AN admirable text book for students is 
the best description of this work. A 
sound groundwork is supplied with 
which every man entering business 
should acquaint himself and which it is 
profitable even for those of experience 
to review. The material is conveniently 
divided into four sections: financial 
structure, consolidation, financial man- 
agement, and reorganization. The dif- 
ficulty with so many books of this type 
is that the subject matter is so solidly 
presented that sound as it may be it is 
indigestible at an ordinary reading. 
That difficulty has been overcome in the 
present work by the use of countless 
illustrative examples taken from actual 
cases which serve to make bald facts 
stick in the mind as interesting bits of 
financial history. 


First Alp FOR THE AILING House. By 
Roger B. Whitman. New York: Whit- 
tlesey House. 1938. Pp. xix-349. 
$2.50. 


Ir you have ever wondered why your 
house‘ seemed to require so much in the 
way of repairs, after reading this book 
you will wonder instead how it has 
managed to hang together as long as 
it has. Reading “First Aid for the Ail- 
ing House” is like reading a popular 
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medical book—little aches and pains 
you never gave a thought to swell in a 
moment of mental magnifying into the 
beginnings of the very worst polysylla- 
bic “itices.” But there is one difference. 
Instead of rushing to the patent medi- 
cine counter a netvous wreck, you will 
probably rush to the hardware store 
and save yourself both grief and money. 

Whether it is termite trouble, a leaky 
roof or just a stuck door, Roger B. 
Whitman has the answer and an answer 
it takes no great experience or techni- 
cal vocabulary to understand. He has 
for years conducted a column of ques- 
tions and answers for perplexed home 
owners in the New York Sun. This 
book is the result of those years of 
giving practical answers to practical 
questions. Heating, plumbing, concrete- 
mixing, painting stain removing, moth 
prevention and a hundred other sub- 
jects of everyday importance are 
covered and simple remedies given. 
Here is every man’s chance to be a 
handy man. 


INVESTMENTS AND INVESTMENT POoLicy. 
By Floyd F. Burchett. New York: 


Longmans, Green & Co., 1938. Pp. 


xliv-821. $4.00. 


COMPLETENESS and simplicity mark 
this unusually detailed and lucid text. 
Going on the assumption that invest- 
ment is only a sub-division of the eco- 
nomics of capital and that the state can- 
not be expected to police the entire 
economic machinery of our nation, the 
author presents a realistic analysis and 
description of investment theory and ap- 
plies this theory in a practical way to 
every imaginable type of investment. 

Part I sets forth such abstract prin- 
ciples as supply and demand for capi- 
tal, return to capital, the machinery 
of the investment market, and general 
principles to be applied to all invest- 
ments in attempting a valuation. The 
second section covers the technical dif- 
ferences in the debtor-credit contracts of 
the various types of investments. 

Once this necessary groundwork has 
been laid, Mr. Burchett does what too 
few writers on similar topics do—he 
applies the general principles to speci- 


fic problems. Transportation companies, 
public utilities, financial companies, life 
insurance, and group investment com- 
panies are all studied in detail as to 
their peculiar investment charactistics. 
The book recognizes the fact that in- 
vestments cannot be judged without tak- 
ing into consideration the point of view 
of the particular investor concerned. 
The small, private investor’s _ inter- 
ests differ from those of one able to 
take a speculative risk and the inter- 
ests of both are far from those of the 
institutional investor. 


ANNOTATIONS ON SMALL LOAN Laws. 
By F. B. Hubachek. New York: Rus- 
sell Sage Foundation, 1938. Pp. 255. 
$3.00. 


EssENTIALLY a legal reference book, 
this volume grew out of hundreds of re- 
quests for opinions involving small 
loans laws received by the Department 
of Remedial Loans of the Russell Sage 
Foundation from public administrators, 
legislators, and social agencies. Realiz- 
ing the need of public prosecutors and 
the legal profession in general for more 
readily available information on the 
controlling opinions and decisions re- 
garding small loan laws, the author in 
1935 expressed his willingness to under- 
take an adequate annotation. 

F. B. Hubachek has himself for ten 
years been chairman of the law com- 
mittee of the American Association of 
Personal Finance Companies, and his 
law firm represents Household Finance 
Corporation, which does business under 
the small loan laws of many states. This 
experience is reflected in the thorough- 
ness of the book. 


_— 


q Public policy bulletins, pamphlets 
and leaflets based on _ investigations 
made by the Twentieth Century Fund on 
the subjects of taxation, big business, 
national debt and government credit, 
old-age security and other current eco- 
nomic problems are now available. 

Further information may be had by 
writing to the Public Affairs Assistant, 
Twentieth Century Fund, 330 West 42nd 
Street, New York City. 
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NEWS DIGEST 


This department presents a compact review of newsworthy developments in the banking 
field during the past month. The news, obtained from maay sources, has been carefully 
condensed and arranged by topics. 


Anniversaries 


gq On August 1 J. H. Steensen, now 
junior vice-president and manager of 
the Santa Monica office of California 
Bank, celebrated the 20th anniversary 
of the start of his banking career when 
in 1918 he started as a clerk with the 
old Bank of Santa Monica. He is a 
native of Tennessee, coming to Cali- 
fornia with his parents in 1911. He 
has always taken a keen interest in the 
activities of the A. I. B. and is past 
president of the Los Angeles Chapter. 


Associations 


q Pans are actively under way for 
the Ninth Mid-Continent Trust Confer- 
ence, which will be held at the Stevens 
Hotel, Chicago, on Thursday and Fri- 
day, September 29 and 30, under the 
auspices of the Trust Division of the 
American Bankers Association. This 
will be the first trust conference held 
in the Mid-Continent area since 1932. 
The Corporate Fiduciaries Association 
of Chicago will act as host to the con- 
ference. C. Edgar Johnson, assistant 
cashier, First National Bank, Chicago, 
is chairman of the committee on ar- 
rangements. 


Bank Costs 


q The rising cost of bank operation, 
especially with respect to payroll and 
taxes, was described by E. V. Krick, 
vice-president and cashier of American 
Trust Company, San Francisco, Calif., 
at the recent business conference held at 
Stanford University. Mr. Krick has re- 
cently been elected president of the 
California Bankers Association. 

In the average bank, he stated that 
payrolls paid are now greater than total 
net earnings, and amount to almost 
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twice the interest paid to time de- 
positors 

Adding that bank taxes, especially 
in the past five years, had risen to 
more than 25 per cent. of net earnings, 
Mr. Krick concluded that bankers must 
“venture more backstage in their own 
institutions to develop more searching 
cost figures and methods of cost con- 
trol, especially with regard to invisible 
items of expense. 

“Experience of national banks 
throughout the United States during the 
past thirty years,” Mr. Krick continued, 
“has seen the percentage of gross in- 
come used for operations move from 
45.28 in 1908, to 68.21 in 1937. The 
experience of national banks in Cali- 
fornia reflects an even greater increase 
in the expense of doing business. While 
these figures are for national banks, it 
is not to be supposed that experience 
of state banks reflects any marked dif- 
ference. 

“One of the major problems of bank- 
ing, therefore, in adjusting itself to 
changing conditions, is the develop- 
ment, to a much greater degree, of cost 
figures and the installation of methods 
to prevent expense leaks. 

“It is an easy matter for an organ- 
ization, for instance, to fix salaries and 
to be able to show a complete control 
over this item of expense. It is quite 
another matter, however, to determine 
whether the individuals are performing 
work which results in a profit to the 
institution. Some progress has been 
made by many banks in this phase of 
the subject, but there is still much con- 
structive work to be done in controlling 
the so-called concealed expenses. 

_ “It is this feature of controlling ex- 
pense which has recently caused the 
substitution of an accurately measured 
charge on checking accounts in place 
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of the old rule-of-thumb service fee and 
minimum balance requirement. The 
advantage of the new plan, both to the 
banks and to the public, is very real. 
For the principle will assure the bank 
enough return on each account to cover 
at least its expenses. And at the same 
time the plan opens the way to the 
benefits of checking account service for 
anyone, no matter how small a balance 
he may be able to keep on deposit. 

“While this is only one step, it is, 
nevertheless, a step in the proper path, 
following the logical, businesslike 
policy of obtaining value received for 
services rendered, and making banking 
advantages available to an ever wider 
public.” 


Branch Banking 


q AccoRDING to a recent report of the 
Federal Deposit Insurance Corporation 
the number of commercial banking of- 
fices was reduced by 152 during the 
year ended December 31, 1937, and the 
number of branches increased by 117. 
At the close of 1937 there were 18,364 
commercial banking offices in operation 
in the United States and its possessions. 
Of these offices 13,958 were unit banks, 
that is, banks having but one place of 
business; 924 were head offices of 
branch banking systems, and 3,482 were 
branch offices of such systems. 


Country Banking 


The country banks are the nation’s 
front line fighters in time of economic 
distress, said William S. Elliott, presi- 
dent of the Bank of Canton, Georgia, 
speaking on “The Country Banker in 
the Economic Picture” before the re- 
cent convention of the Wisconsin 
Bankers Association. 

_ “Roughly 75 per cent. of our bank- 
ing institutions are located in places 
of 10,000 population or less,” pointed 
out Mr. Elliott, “and more than two- 
thirds of the banks in these smaller 
towns are state banks. . .. The uni- 
fication of banking advocated for many 
years by some economists, and the abo- 
lition of state banking systems, would 
seriously cripple if not destroy country 
banks. The abolishment of our. state 
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banking departments would be frought 
with grave dangers to our economic and 
business fabric. Deep-rooted traditions 
are involved, long standing customs and 
policies would be changed besides uni- 
versal and inflexible rules regarding 
details which, while they would apply 
in some sections, would put business 
in a straight-jacket in other sections.” 

Despite the good work done by the 
Federal banking system, said Mr. El- 
liott, the country bank and the state 
banking system has its place, and an 
important place, in our national bank- 
ing picture. 


Crime 


qA unique project in mutual co- 
operation has been developed by the 
employes of the Cleveland Trust Com- 
pany with the establishment of a Fed- 
eral credit union within the bank. This 
new organization is composed of all of 
the 1852 employes of the bank and is 
a distinct organization in itself.. The 
purpose of the credit union is “to pro- 
mote thrift through regular savings and 
to make loans to deserving members.” 
Its official title is the “C. T. E. Federal 
Credit Union.” 

Funds for the union are obtained 
entirely through entrance fees, deposits 
and interest payments on loans, and its 
affairs are administered by a specially 
chosen “board of directors.” All mem- 
bers of the union are required to make 
regular deposits of at least 25 cents a 
month in payment for their shares, and 
the money may be withdrawn at any 
time. There is no definite rate of in- 
terests on deposits, but earnings from 
interest on loans is distributed propor- 
tionally. Loans up to $200 or 10 per 
cent. of the assets of the union will be 
granted to members for “legitimate 
reasons” and must be paid back within 
two years by monthly or semi-monthly 
installments. 

Members of the families of employees 
are also eligible for membership in the 
union, provided they live under the 
family roof. 


| SoMETHING new in bank crime de- 
veloped in Buffalo recently when an 
alleged former convict threatened to 
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blow up the crowded Liberty Bank of 
Buffalo unless $10,000 were handed to 
him. He had two sticks of dynamite 
in his pocket for the carrying out of 
his threat. Teller Robert Dentinger 
to whom the demand was made asked 
the man to wait and summoned help. 
The man was seized before he was able 
to carry out his threat. 


q Pusiic education and especially the 
education of bankers, and other han- 
dlers of money, in the ways of the 
counterfeiter is the surest way to pre- 
vent the present large losses suffered 
every year by banks and private victims 
of counterfeited money, said Julian T. 
Barber of the United States Secret Serv- 
ice in an address before the Wisconsin 
Bankers Association. 

“It is our desire that all bank tellers 
shall consider themselves Secret Service 
agents without portfolio, so to speak,” 
commented Mr. Baber. “Some tellers 
instinctively know a counterfeit when 
they see one. They develop a sixth 
sense through long years of handling 
money but the general public is an easy 
victim because of its failure to interest 
itself in a study of the quality and 


character of our currency. Few people 


know that our currency notes are 
printed from steel engraved plates orig- 
inally engraved by hand by the finest 
engravers in the world. 

“The fact that the counterfeiters suc- 
ceed as well as they do,” Mr. Barber 
said, “is due not to their skill but rather 
to the inability of the public to distin- 
guish good engraving and printing from 
bad.” 


Deaths 
qE. B. Merrell, vice-president of the 


Cleveland Trust Company, in the com- 
mercial banking department, was killed 
in an automobile accident on July 20. 
He had been in the banking business 
since 1898, starting as a messenger at 
the former Park National Bank, Cleve- 
land. In 1901, he became a teller at 
the Western Reserve Trust Company 
which was merged with the Cleveland 
Trust Company in 1903. In 1914, he 
was made manager of the bank’s Euclid- 
105th street office. Four years later, 
he returned to the main office as assist- 
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ant secretary. Later he became assist- 
ant vice-president and in 1930 was 
made vice-president. On May 27 of 
this year, he was elected president of 
the Official Family Club of the bank, 
which is composed of the officers, 
branch managers, assistant branch man- 
agers and department heads. He was 
born in Solon, Ohio, October 5, 1876. 


G Raymond T. Sawyer, 59, chief coun- 
sel for the Cleveland Trust Company, 
died June 21, 1938, at his home in 
Cleveland Heights, following an illness 
that had kept him from his desk at the 
bank for nearly a year and a half. 
Mr. Sawyer was an acknowledged au- 
thority on fiduciary law, having con- 
tributed many articles to legal and 
trust company publications and having 


.made many addresses before local and 


national bar associations. He was also 
widely known as the man who helped 
the late F. H. Goff, a former president 
of the Cleveland Trust Company, create 
the Cleveland Foundation, the first 
community trust which has since been 
copied in more than fifty American 
cities. Mr. Sawyer drafted the original 
resolution for the Foundation, which 
was passed by the board of directors 
of the Cleveland Trust Company in 
1914, and also worked out the details 
when the Foundation was placed un- 
der the multiple trusteeship of all 
Cleveland trust companies in 1931. 

Mr. Sawyer was born in Cleveland, 
April 29, 1879. His ancestors were 
pioneers from Connecticut, who settled 
in the Western Reserve at Brimfield, 
near Kent, Portage County. His father 
was the late Dr. Pascal H. Sawyer, for- 
mer Cleveland physician. 


Directors 


q One of the most important factors in 
good bank management is having di- 
rectors who actually “direct.” This 
point was strongly emphasized in an 
address to District of Columbia bankers 
last month by Marshall R. Riggs, Act- 
ing Comptroller of the Currency. Said 
Mr. Diggs: 

“When a director is either appointed 
or elected, he is réquired to take an 
oath that he will, so far as the duty 
devolves upon him, diligently and 
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honestly administer the affairs of the 
Association, and will not. knowingly 
violate or permit to be violated, any 
of the provisions of the National Bank- 
ing Laws. Now the Bureau of the 
Comptroller of the Currency, when it 
receives an application for a new na- 
tional bank charter, is extremely inter- 
ested before that charter is issued, in 
knowing just who is to compose the 
board of directors—what their quali- 
fications are for acting as trustees for 
depositors and shareholders — if they 
are men of high moral standing who 
can divorce themselves from their own 
personal interests in the handling of 
the bank’s business. These are im- 
portant questions which to a great ex- 
tent determine whether that new charter 
will be issued. The National Bank 
Law states plainly that “the affairs of 
each Association shall be managed by 
not less than five directors . . . It 
does not say that the officers are to 
manage the bank, and nowhere is there 
any indication that any other than the 
directors shall be held responsible for 
proper functioning. Too often, in the 
past, directors have been more or less 
figureheads, knowing very little about 
the bank’s affairs. I believe it is al- 
most proverbial that any bank which 
has a properly functioning board of 
intelligent, conscientious directors is a 
well-run institutions. These directors 
make it their business not only to at- 
tend meetings regularly and at these 
meetings to pass upon loans and se- 
curity investments but also the bank’s 
public relations and other details of 
operation. If anything goes wrong with 
a bank, the directors are the ones who 
are held responsible. This being true, 
the very first factor in good bank man- 
agement demands that the directorate 
shall be carefully chosen.” 


Equipment 


qTue Society for Savings, Cleveland, 
Ohio, is the first bank in the city to 
install “magic eye” door openers. The 
“magic eye” is an invisible ray of light 
from a photo-electric cell. When a 
person breaks the ray of light by pass- 
ing through it, the door automatically 
opens. 
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Failures 


q In a recent speech Marshall R. Diggs, 
Acting Comptroller of the Currency, 
said that since the establishment of the 
National Banking System there have 
been 2,968 failures. The Comptroller’s 
office has analyzed these failures and 
has attributed them to 4,452 actual 
causes as follows: 
Financial depressions 
Incompetent management 
Depreciation in securities........... 
ERA A SRI ass ies can eihveie eens 
Defalcations of officer and employees 
Excessive loans to officers and direc- 
tors or others for their benefit 
Excessive investment in bank build- 
ings 86 
Miscellaneous causes .............005 169 
“Poor management,” he _ stated, 
“which existed and which brought 
about so many failures is evidenced by 
excessive loans, unlawful investments in 
stocks, unlawful real estate loans, fail- 
ure to hold directors’ meetings, failure 
to charge off bad debts, and a variety 
of other causes too numerous to men- 
tion. These are poor banking methods 
which did exist and to which no good 
banker either in the past or today 
would subscribe.” 


385 
273 


128 


Government and Banking 


@ More and more Government inter- 
ference with banking seems to be inevi- 
table unless bankers succeed in educat- 
ing the public to the serious dangers 
involved said F. Cyril James, professor 
of finance at the University of Pennsyl- 
vania, in a recent speech to Michigan 
bankers. “Political control of the bank- 
ing system,” he said, “involves a serious 
danger of inflationism since democratic 
governments inevitably find that free 
spending is a popular policy and heavy 
taxation distinctly painful. To every 
such government the financing of public 
activity through the use of bank funds 
will appear as attractive as it did to 
politicians of Illinois and Ohio a 
century ago.” 


Interest Rates 


q Tue New York State Banking Board 
has postponed until October 1 the date 
on which its resolution No. 293, direct- 
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ing banks, trust companies and private 
bankers to reduce the interest rates paid 
on time, thrift and savings deposits in 
excess of $5,000 from 2 per cent. to 
11% per cent. is to become effective. 
This order does not affect savings 


banks. 
q Four banks in South Bend, Ind., have 


reduced their interest rates on savings 
deposits from 2 per cent. to 114 per 
cent. as of July 1. 


qi “Ir you are one of those who com- 
plain about low interest yield,” said 
Acting Comptroller Marshall R. Diggs 
in a speech to District of Columbia 
bankers last month, “remember that 
you have a greater degree of security 
today in your investments. Remember 
that as against that lower interest yield, 
banks have as an offset the common 
sense policy of lowering interest on 
time deposits, and of stopping losses 
on checking accounts through the 
medium of a decent charge. Remem- 
ber, too, that the old terrific drain on 
banks brought about by the payment 
of interest on demand deposits has been 
completely eliminated. 


Investments 


q The Manufacturers Trust Company 
of New York has prepared for distribu- 
tion a booklet giving “Eighteen Months 
Average Prices of Listed Bonds” which 
should be. classified in Group Two. In 
sending this useful booklet to corre- 
spondents and other banks President 
Harvey D. Gibson writes: 

“All banks are giving considerable 
attention to the method of valuing their 
bonds for examination purposes in ac- 
cordance with the new Federal examina- 
tion and _ investment regulations. 
Whereas the broad basis of this revision 
has been officially announced, certain 
minor details are still to be settled. 

“Unless a bank has access to the 
services of the various rating agencies, 
it is difficult to determine what bonds 
should properly be classified in Group 
Two. The method of arriving at the 
average price at which such bonds have 
sold during the past eighteen months 
is still undecided. 

“We have consequently had prepared, 
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as part of our regular investment ad- 
visory service to our correspondent 
banks, a preliminary survey of all listed 
bonds which may properly be classi- 
fied in Group Two, as confirmed by 
three of the four leading rating agencies. 
This survey also shows the average of 
the monthly high and low prices of 
these bonds during the eighteen months 
prior to July 1, 1938. These prices 
will be revised monthly as a part of 
our regular investment service. 

“We hope to include in an early edi- 
tion of our investment service to cor- 
respondents a similar computation re- 
lating to the more active unlisted issues. 
The method of arriving at the average 
price for this class of bonds has not 
yet been announced by the examining 
authorities.” 


Loans 


GA “recovery” plan based on a wide 
extension of consumer credit has re- 
cently been proposed by Maxwell C. 
Katz, New York lawyer. The plan 
provides for the granting of consumer 
credit loans in the form of merchandise 
credit certificates to employed persons 
equal in amount to five times his 
weekly earnings. These credits are to 
be repaid by salary or wage deduc- 
tions at the rate of 2 per cent. per week 
of the amount of the credit loan. In- 
terest on the loan is not to exceed 3 
per cent. according to the plan. De- 
ductions are to be made by the em- 
ployer and the plan is made perpetual 
by a provision that as old credits are 
paid off new ones may be contracted. 
In other words the plan provides that 
wage and salary earners shall be en- 
titled to a perpetual consumer credit 
of an amount not to exceed five weeks’ 
wages. “General estimates,” says Mr. 
Katz, “place the people working in the 
United States today in the neighbor- 
hood of 35,000,000 and their average 
weekly earnings at $20 per week. Upon 
this basis, an average of $100 in mer- 
chandise credit could be granted to 35,- 
000,000 employees. This would total 
$3,500,000,000 of merchandise credit 
loans that could be extended, and all 
come back within a period of approx! 
mately one to one and a half years. 
under a plan having a sound perma 
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nent basis.” The author believes that 
his plan will stimulate trade, relieve 
unemployment, furnish loans to the 
banks and alleviate the problems of 
Government. 


qin a letter sent to the secretaries of 
state bank associations, A. B. A. Presi- 
dent Orval W. Adams urges that banks 
keep a record of all loans rejected or 
turned over to the R. F. C. He stated 
that he was convinced that the banks 
were making every effort to extend 
credit where loans were justified and 
bankable, but that he wanted to have 
factual evidence to submit to the Gov- 
ernment in case it should be necessary 
to give actual proof. “I may be 
wrong,” he wrote, “but it has been my 
observation that many business units 
seeking credit really need capital.” 


qt pays to spend as much time turn- 
ing down a loan as granting it, in the 
opinion of B. D. Mitchell, president of 
the Union Bank and Trust Company, 
Kokomo, Ind., who said in a speech 
recently : 

“We must concentrate considerable 
time and effort in making all customers 
satisfied, and it is my thought that just 
as much time should be given an appli- 
cant whose loan application we are 
forced to turn down as we should in 
giving time to a satisfactory loan and a 
profitable cutsomer. We can afford to 
take the time to show and convince 
those whose loans are not approved 
why we cannot make the loans. In other 
words, we can make friends of them 
and friends for our banks. 

“It behooves us to follow this intelli- 
gent and constructive course because 
these people have influence and votes 
equal to those whose business we may 
have on our books. We need the moral 
support of all the friends in our com- 
munities and this is one of the best 
ways for us to get a fair hearing and 
appraisal.” 


Mortgages 


q Through March 31, close of the first 
quarter of 1938, 137 out of the 220,475 
home mortgages insured by the Fed- 
eral Housing Administration had been 
foreclosed by mortgagees and the prop- 
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erties exchanged for Mutual Mortgage 
Insurance Fund debentures totaling 
$518,547. Claims for debentures 
amounting to $84,122 on 16 properties 
were pending, making a total of 153 
turned over to the Administrator. 


q That high real estate taxes are stifling 
home ownership today is the conclusion 
to be drawn from a survey just com- 
pleted by the Mortgage Bankers Asso- 
ciation of America which shows that 
the average total state, county, and city 
tax rate in 33 principal cities of the 
nation is now around $3.70 per $100 
valuation while the average approxi- 
mate percentage at which the property 
was assessed was about 66 per cent. 
Sixty principal cities reported in the 
survey but only 33, geographically 
representative, were used in making the 
compilations, A. D. Fraser, president of 
the association, said. 

The tax rate was found to be lowest 
in the East, an average of $2.79 per 
$100 valuation, but the percentage at 
which the property was assessed was 
highest, or about 90 per cent. The rate 
was highest in the Far Western cities, 
an average of around $4.47 per $100 
valuation, while the percentage at which 
property was assessed was about 51 per 
cent. 

“Real estate taxes are too high over 
the country generally,” Mr. Fraser said. 
“It is a sad commentary on existing 
conditions that home owners have to 
pay excessive property taxes when a re- 
vival in new building is so sorely 
needed to help general prosperity.” 


q The building, buying and financing 
of homes in Massachusetts, as measured 
by the state-wide volume of new loans 
granted by codperative banks, actually 
has been more active during the first 
four months of 1938 than it was last 
year, according to figures given out by 
the Massachusetts Codperative Bank 
League. The Massachusetts gain of 
more than half a million dollars in 
new cooperative banks’ loans on homes 
over the figures for the first four months 
of 1937 has been an exception to the 
general declining trend as noted in fig- 
ures for the nation as a whole released 
by the United States Building and Loan 
League. 
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q Home loans disbursed by savings, 
building and loan associations through- 
out the country during April were $95,- 
885,700 and about 45,142 families re- 
ceived the money. This estimate from 
the United States Building and Loan 
League makes the best record of new 
home financing during any month this 
year, though each month has shown im- 
provement over the previous one. Of 
the total amount loaned it is estimated 
that 28.6 per cent. was for new con- 
struction; 8.9 per cent. for repair and 
modernization; 31 per cent. for home 
purchase; 22.3 per cent. for refinancing 
and 11.2 per cent. for “other purposes.” 


q It is too soon to tell what will be the 
final results of the new amendments to 
the National Housing Act, but a sur- 
vey conducted early this year by Archi- 
tectural Forum reveals that conditions 
are on the average about the same as 
last year and that bright hopes and 
glum pessimism are spread pretty 
equally over the country. 


Insured mortgages covering 90 per 
cent. of the value of a house are still 
being used comparatively little, but are 
felt to be an important stimulus to 
building. So far construction programs 
are reported to be about as active as 
last year although labor and material 
costs are distinctly lower. 


The Forum bases these findings on 
reports and opinions gathered from 
fifty of the nation’s leading subdividers 
in 29 cities and 16 states to whom it 
put the question: To what exent are 
the new National Housing Act amend- 
ments and the recession affecting the 
industry? The answers have been 
tabulated as follows: 


“Replies from seven _ subdividers 
(three in the New York City area) in- 
dicated that new FHA legislation per- 
mitting the insurance of mortgages up 
to 90 per cent. had boomed new con- 
struction. A like number stated that 
the legislation had stimulated public 
interest in home buying but had not 
yet produced results. Eight more said 
that little or no effects have been felt. 
Largest group, 13, was of the opinion 
that, while results were not yet evident, 
the legislation in time would serve to 
stimulate the industry.” 
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The comparatively slight enthusiasm 
over the new Government legislation is 
attributed to the buyer’s reluctance to 
assume a long-term loan, and the bank. 
er’s hesitancy in accepting them. The 
attitude of the banks is caused by the 
tardy establishment of national mort- 
gage associations and by the fear of a 
heavy new wave of foreclosures in the 
next large depression. 

Construction activity, according to 
the survey, was greater during the first 
two, and a half months of 1938 than 
in the corresponding period of last 
year in 37 per cent. of the localities, 
was smaller in 39 per cent., and was 
practically the same in the other 24 
per cent. Although this shows a total 
building activity smaller than that of 
last year, individual reports showed 
great variations in many localities. 

Fifty per cent. of the subdividers re- 
ported that building costs are substan- 
tially lower; one third had noticed very 
little change, and the rest considered 
them higher. 


Personal 


q Three changes in the official staff of 
the Morris Plan Bank of Virginia have 
recently been announced by President 
Boushall. Thomas P. Parsley, who is 
being transferred from the bank’s 
Petersburg office to take charge of the 
Roanoke office, has been promoted from 
assistant vice-president to vice-presi- 
dent. Eugene B. Brewer, who has been 
vice-president in charge of the Roanoke 
office for the past six years, is resign- 
ing to become executive vice-president 
of the Morris Plan Bank of Oakland, 
Calif. Linwood P. Harrell, assistant 
vice-president, who has been at Norfolk 
for the past three years, replaces Mr. 
Parsley in charge of the Petersburg 
office. 


Stuart H. Otis has been promoted 
from assistant vice-president to vice- 
president of the City National Bank 
and Trust Company, Chicago. 


q Bert White, vice-president of the 
Liberty Bank of Buffalo, Buffalo, New 
York, was a guest speaker at a dinner 
in the Engineers’ Club, New York City, 
following the formal organization of 
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the Industrial Research Institute, 29 
West 39th Street, New York, on May 
13th. 

The Institute organized so that scien- 
tific research executives of middle-sized 
and small-sized industrial corporations 
may have an opportunity to discuss 
common problems of laboratory organ- 
ization and administration, etc., has a 
membership composed of scientific men 
from various industries and industrial 
areas. 

Mr. White spoke on the attitude of a 
banker toward scientific research. He 
demonstrated that there is a direct re- 
lation and practical value to bankers 
in appraising the discoveries in labora- 
tories in terms of dividends of progres- 
sive corporations. 


qRalph W. Pitman, president of the 
Morris Plan Bankers Association, has 
announced that Richard H. Stout, 
cashier of the Louisville Morris Plan 
Bank, has accepted the ‘position of field 
secretary of the Morris Plan Bankers 
Association. Mr. Stout assumed his 
new duties July Ist and now has his 
headquarters in the National Office at 
Washington, D. C. At the same time 
Mr. Pitman also announced the ap- 
pointment of Calvin C. Vane, of the 
National Office staff, as assistant secre- 
tary of the association. 

Mr. Stout has been very active in the 
work of the American Institute of 
Banking and has been associate execu- 
tive councilman for Kentucky. He is 
past president of the Louisville chapter 
of the A. I. B. and was entertainment 
chairman of the recent National Con- 
vention held there. 


Personnel 


The operation of the New York State 
Bankers Retirement System was ex- 
plained in a recent address to New York 
State bankers by George B. Buck, con- 
sulting actuary. Said Mr. Buck in part: 

“The basis for the plan is simple. 
Each member saves 4 per cent. of his 
salary until he reaches age 65, when 
he may retire. On retirement, he gets 
the annuity his money has provided just 
as if he had saved until age 65 and then 
bought an annuity from an insurance 
company. In addition to this annuity, 
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he gets a pension of equal amount from 
the contributions of his bank, and if 
he has any credit for prior service, he 
gets this credit in the form of an extra 
pension. 

“The combined retirement allowance 
in the normal case of members who en- 
ter at the age of 25 and retire at age 
65 will be about 65 per cent. of their 
average salary. Boston and a number 
of Massachusetts cities have operated 
such plans on almost an identical basis 
since the time when Calvin Coolidge 
was Governor of Massachusetts. There 
is no doubt that the plan will operate 
successfully for the New York State 
banks. 


“If the employe is disabled, and re- 
member that disability is about the 
worst contingency to befall a salaried 
man, the plan provides a benefit. The 
allowance ranges from about 25 per 
cent. of salary to 40 per cent. or more, 
depending on the member’s years of 
service. 

“If the member dies, his contributions 
are returned with interest credits, and 
a payment equal to 50 per cent. of the 
salary for the preceding year is made. 
On withdrawal, the member’s contribu- 
tions with interest are returned. 


“The cost of the benefits is met by 
the joint contributions of members and 
of the banks. Each member pays a con- 
tribution equal to 4 per cent. of his 
salary. The bank pays for each of its 
members a contribution fixed accord- 
ing to the age of the member and at 
the time he begins contributing. Ap- 
proximately 434 per cent. of payroll is 
estimated as the initial percentage con- 
tribution payable by a bank entering all 
of its employes at their present ages, 
but this rate will be reduced to approxi- 
mately 4.5 per cent. as new employes 
are hired at the younger ages and the 
older ones leave. 

“The future of the system is now in 
your hands and whether it meets the 
purpose for which it was prepared de- 
pends upon the use that you make of it. 
The plan has been submitted to your 
banks and the committee is awaiting 
your applications for participation. 
Some banks have already enrolled. 
Some banks which could easily act 
favorably if they realized the impor- 
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tance of prompt action to the plan are 
taking no action. Other banks say that 
the plan is fine but they cannot afford 
it now. 

“The last argument is the most difhi- 
cult one to deal with. If the banks were 
under the Social Security Act and if 
the New York State plan were a sup- 
plemental plan, their argument would 
seem good, but in these days with con- 
ditions as they are does the argument 
hold? 

“Most of the larger banks in New 
York City and Albany can and do af- 
ford retirement plans. 

“The Social Security Act is designed 
to make retirement provisions for all 
employes mandatory. Suppose next 
year it can be shown that the New York 
State Bankers Association prepared a 
retirement plan but the banks would 
not codperate. What will be the argu- 
ment against putting the banks under 
the act? If they are placed under the 
act next year, they will pay a 4 per 
cent. tax, 3 per cent. for unemploy- 
ment and 1 per cent. for old age; the 
year thereafter, they will pay a tax of 
4% per cent. and eventually they will 
pay 6 per cent. The benefits will be 
those of the Social Security plan which 
gives no credit for prior service, no dis- 
ability allowances and no allowances 
based on that part of salary in excess 
of $3000 per annum. Can the banks 
afford the taxes under the act when they 
cannot afford to support their own plan 
and will they be better off than if they 
had entered their own plan? 

“To my mind, there is a problem 
facing the smaller banks. The larger 
banks have generally provided retire- 
ment provisions for their employes and 
the demand for the inclusion of banks 
under the Social Security Act comes 
from employes of small banks. If the 
small banks meet the problem by pro- 
viding their own retirement system, the 
banks and their employes can have bet- 
ter benefits than the Social Security Act 
affords, the banks can control the re- 
tirement plan themselves and they will 
pay less than if under the Social Secu- 
rity Act. The time to act is now and if 
after this convention you are moved to 
go back to your own bank and get your 
bank to take favorable action, New 
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York State may again head the list i 
providing pensions, by having a sue 
cessful state-wide codperative banker, 
retirement system.” 


Convention Dates 
GENERAL 4 

August 22-September 2—Pacific No h. 
west Banking School, The Universi 
of Washington, Seattle. 

October 10-12—Morris Plan Banker 
Association. The Greenbrier, White 
Sulphur Springs, West Va. a 

October 31-November 2—National For 
eign Trade Convention, Hotel Com 
modore, New York. E 

October 31-November 3—Financial 
vertisers Association. Fort Wo 
Texas. E 

November 14-16—National Association) 
of Bank Auditors and Comptrollers . 
Houston, Texas. 

November 14-17—American Bankers 
Association. Rice Hotel, Houstony 
Texas. 

November 14-17—Association of Ban : 
Women. Houston, Texas. ’ 

STATE AND SECTIONAL S 

August 24-27—Virginia Bankers Com. 
ference. University of Virginia, Chass 
lottesville. 

September 8—Delaware Bankers As} 
ciation. Hotel Henlopen, Reh ott 

September 8-9—Maine Savings Banks 
Association. Rangeley Lakes Hotel 


Rangeley. 2 
September 14-15—Kentucky Bankers 
Association. Lafayette Hotel, 
ington. 3 
September 29-30—Mid-Continent Trust, 
Conference. Stevens Hotel, Chi 
October 11-14—Mortgage Ban 
Association of America. Chicag 
Illinois. 2 
October 11-12—Nebraska Bankers Asso* 
ciation, Omaha. 2 
October 21-27—New York Savings) 
Banks ‘Association. Nassau Crui 
on Motorliner Kungsholm. 
October 24-29—Investment. 
Association of America. 


Bank 3 
White S 
phur Springs, West Virginia. 


November 9-11—Pacific Coast T 
Conference. San Francisco, Calif. 

November 11-12—Arizona Banke 
Association. Westward Ho Hotel 
Phoenix. 
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